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Introduction — Day care as public policy 


Day care has emerged in recent years as an issue for public policy. The debate 
over day care has been complicated by the widely different interests that might 
be served by public involvement in day care. Parents contemplating work in the 
labour force would view subsidized day care as a welcome benefit. Taxpayers 
might see day care as a way to reduce the welfare rolls and move women into the 
labour force. Women’s rights advocates might see day care as a right of women, 
necessary if women are to realize themselves as individuals. Those concerned 
about poor children might feel that quality day care would help those children 
enter school on an equal footing with their more affluent peers. Day care 
professionals, concerned about low quality day care, might suggest regulations to 
restrict the kind of day care available in the marketplace. 

The debate over day care has come to a head at this time because of the 
recent rapid entry into the labour force of mothers with young children. So long 
as most children were cared for in their own homes by their families, the state 
generally remained out of the area. With rare exceptions of extreme abuse, it was 
generally agreed that parents alone could be responsible for judging and serving 
the needs of their children. But when more and more children are cared for out 
of the home, and when cash changes hands in the marketplace for this care, it 
becomes much easier for the state to take an interest. The public concern for the 
welfare of children, especially when these children are not cared for by their 
parents, practically ensures that the state will take that interest. 

The debate over day care is not, however, a technical one over the merits of 
alternative forms of child care. Day care subsidies will involve real redistributions 
of income in society, and those subsidies represent a very real increase in the 
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public’s financial share of the costs of child raising — and as any parent knows, 
those costs are high (not only in terms of money spent, but in terms of income 
forgone when a parent leaves the labour force and stays at home to raise 
children).' 

Economic analysis cannot resolve a question that is fundamentally political. 
What the economist can do, and what this report attempts to do, is to ask 
whether a certain set of policies are the best way to achieve a given set of goals. 
In general, this report will argue that the day care subsidies are a poor way to 
redistribute income, and that current policies have tended to _ be 
inefficient — that is, that other policies would achieve the desired goals at far less 
cost to society. The report does not argue against redistributing income, only 
against doing so inefficiently. 

It is clear that many of the arguments for day care focus on subsidies as an 
efficient way to benefit both taxpayers and poor families. The following quote 
should illustrate this view: 


Julia Schultz also pointed out the high cost to the taxpayer, resulting, in the 
long run, from the absence of day care. One obvious example, she said, was that 
of mothers being forced onto the welfare rolls because of present inadequate and 
often expensive day care (Day Care for Everyone, November 1972, p. 2). 


This report will argue that reductions in the high tax rate on women’s earnings 
(especially the earnings of women on welfare) will be far more efficient than 
subsidies to day care and will achieve the same goals. 

Because the care of children is an emotional issue, day care represents fertile 
ground on which to fight for change. And day care is a new sector. Changes in 
policy can be achieved without a large body of laws and expectations to make 
change both difficult and expensive. But as will become clear, large 
comprehensive day care programs will be expensive, and rational policy making 
would make much more sense financially. 


1 Much of the rhetoric reveals the commitment by many day care advocates to a redistri- 
bution of income and responsibility. For example, in an OFL submission to the Ontario 
Government: ‘Child care, which is of prime importance to the majority of Ontario 
parents, must no longer be considered a welfare measure but rather a right for every 
child.’ And later in the same submission: ‘The cost of quality care will remain pro- 
hibitive until the government enacts legislation providing for corporate financing of 
child care services. Those who benefit the most should carry the cost. The funds so 
acquired should be used to develop universal child care available as a right to all 
parents and children’ (Ontario Federation of Labour, CLC, Submission to the 
Government of Ontario, Legislative Proposals 1975, p. 20). 
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The reader should note that in this study, when day care policy is discussed, 
the term day care will usually refer to care given in a day care centre to the 
children of working mothers. In the past, a significant portion of the subsidized 
day care places in Ontario have gone to children whose parents are unable to 
care for them for reasons other than labour force participation (for example, in 
cases of mental illness, alcoholism, physical disability, etc.). By and large, this 
type of care has filled a real need, and in no way is it suggested that it be 
terminated. The focus here is on day care for working mothers simply because 
this is now the major area of debate on day care. 

Day care has also been considered in the law in Ontario to include part-time 
institutions, like nursery schools, whose main function has been part-time care 
for children whose mothers do not work. Although some discussion is given to 
subsidies to nursery schools in Chapter 5, the prime concern of this report is 
child care to fill the needs of working mothers. 

This report may be divided into three main sections. Chapters 2 and 3 
attempt to set the stage for the reader, laying out as clearly as possible the 
present child care situation in Ontario and its historical development. Chapter 2 
concentrates on the growing entry of mothers into the labour force and 
examines the arrangements being made for the care of their children. The 
growing public subsidy to day care is documented. Chapter 3 examines the cost 
of child care both in and out of day care centres. Some proposals for reducing 
costs are examined and the possible sacrifice in quality in any reduction is 
considered. 

Chapters 4 and 5 discuss the whole area of subsidies to day care. Chapter 4 
concentrates on a more theoretical investigation of the rationales for day care 
subsidies and the efficiency of a subsidy program. Chapter 5 applies this theory to 
evaluate the current day care program, and proposals are made for improvement. 

Chapter 6 looks at the issue of regulation. The nature of day care as an 
economic commodity is discussed and different ways of providing day 
care — public, commercial, co-operative, and non-profit —are examined. 
Suggestions for the future are advanced. 

Chapter 7 concludes this report by summarizing the major findings and 
proposals of the previous five chapters. For the reader in a hurry, or for the 
reader who prefers to know, as he reads, where the report is heading, Chapter 7 
attempts to abridge the ideas in this document. 
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The growth of day care in Ontario: 
private demand and public subsidy 


INTRODUCTION 


It is no accident that extra-family child care has become in the last decade a 
matter of some public concern. There has been in recent years a dramatic 
increase in the number of mothers working and making arrangements for the 
care of their children. Quite naturally, there has been an expansion in the market 
for all types of child care, including, of course, institutional day care. The care 
of many children outside of the family has led to concern about the quality of 
care received by those children, and has raised the issues of public subsidization 
and regulation. 

The formation of a rational public policy towards day care will be discussed 
in later chapters. It is the purpose of this chapter to give the reader a feel for the 
growth in recent years in both the private use of extra-family child care and the 
public involvement in the sector. Some of the issues dealt with later are raised in 
this chapter. 

In the following sections I shall examine and attempt to explain the recent 
growth in labour force participation of mothers in Ontario and Canada look at 
the kind of arrangements these mothers have made for their children. Although 
much of the public dialogue has focused on formal day care centres, most 
children are cared for in informal arrangements. The growing government 
involvement in the child care sector is documented. Although day care has been 
regulated in Ontario since World War Il, most of the increases in expenditures 
have taken place in the last ten years. Some explanations for that growth are 
offered. Finally, the survey is concluded by drawing together the insights and 
questions raised in the chapter. 
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INCREASES IN LABOUR FORCE PARTICIPATION OF MOTHERS 


Women have been entering the labour force in large numbers since World War IIL. 
In recent years, the increase in labour force participation rates’ for women has 
been due primarily to the influx of married women. And of primary interest to 
this paper, mothers have accounted for the largest increases among married 
women. 

The numbers themselves can tell the story. Between 1964 and 1974, the 
participation rate of Canadian single women grew at a rate of only 0.7% per 
year” (from 48.3% to 51.9%). In the same period the participation rate of 
married women grew at a rate of 4.3% per year (from 24.1% to 36.7%). But, 
between April 1967 and October 1973, the participation rate of Canadian 
mothers grew at the much higher rate of 8.1% per year (from 21% to 35%). 

Among mothers, the presence of preschool children does reduce labour force 
participation. However, the rate of increase in the labour force participation of 
mothers with preschoolers has been on the same level as that of other mothers. 
Table 1 shows participation rates for mothers in 1967 and 1973. 

In absolute numbers, of the 1,238,000 working women in Ontario in 1973, 
452,000 were mothers. Of these, 169,000 mothers had children under the age of 
six years, and 60,000 had children under the age of two (Statistics Canada, 
197-5533): 


Motives for entering the labour force 

The decision to work is generally examined by economists in the context of the 
trade-off for the consumer between income earned by working and leisure time 
forgone when work takes place. But for mothers, the choice is more often 
between working for income in the labour market and working within the 
household. The woman’s decision to enter the labour force will be based 
primarily upon her relative efficiency in the market and the household. Can she 
earn enough to compensate for the loss of her productivity in the 
household — that is, can she earn enough to replace herself as child raiser* and to 


1 The labour force participation rate may be defined as the percentage of a particular 
group that either holds a job or is actively seeking work. 

2 In this case I mean by the growth rate of 0.7 per cent, that the fraction of women 
working increased by 0.7 per cent each year; that is, for example, out of a sample of 
100,000 the number of working rose an average by about 0.7 per cent each year. 

3 It isnot meant to imply that only women engage in ‘household production,’ that is, 
care for children, clean house, cook, etc. Day care is talked about as a way to free 
mothers to work because in fact women are at present the primary care givers in most 
families. 
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TABLE 1 


Growth of labour force participation of mothers in Ontario and Canada from April 1967 
to October 1973, by school attendance of children 


Canada Ontario 
Participation Participation 
rates (%) Annual rates (%) Annual 
—__—_—————- growth ———————_ gr owih 
April October rate April October. rate 
(1967) (1973) we) (1967). (1973) 3@3) 
All women with children 21 35 Sl 25 40 BS 
Women with only full-time 
school children 28 42 6.4 a2 47 6.1 
Women with only preschool 
children 19 29 6.7 23 Se Sad) 
Women with both school and 
non-school children ils 26 8.9 19 30 (Re: 


SOURCE: May Nickson (1975), Table 5 


compensate for the reduction in other household activities (cooking, cleaning, 
shopping, etc.)? 

When we consider the recent and rapid movement of mothers into the labour 
force, the interesting question is not why it is happening, but why it has taken so 
long to happen. The economic history of industrialized nations tells a tale of the 
movement of most activities from the household or extended family into the mar- 
ketplace. But child care has, until recently remained firmly with the household. 

Consider the nature of production within the household. The care of several 
children uses only part of the time of a single adult, but requires full-time 
availability. So long as an adult’s time is required for other household tasks, 
there is little point in contracting out for child care. Economists call this joint 
production. The ‘cost’ of an adult’s time in the household is what the adult 
could earn by selling that time on the labour market. When joint production 
takes place within the household, each component of domestic production need 
bear only its ‘share’ of the total cost of time. 

A number of factors have made the care of children for many women much 
more expensive in the home than in the market. One factor commonly 
mentioned is the increase in labour productivity and hence the wage rate. While 
important, the influence of higher wage rates in raising the opportunity cost of 
time used in the household is mitigated by the fact that extra-family day care, 
since it is extremely labour intensive, rises in price with the general wage rate. 

Demographic factors have been influential. Women are now living longer and 
having fewer children than they did fifty years ago. In part, smaller families are a 
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question of tastes — many families now desire fewer offspring. In part, it 
represents a reaction to decreases in child mortality. Fewer live births are 
necessary today to ensure (with some high probability) the survival to adulthood 
of some minimum number of children. And finally, the increased sophistication 
of family planning has made it more possible to reduce family size without 
taking extreme measures. In turn, smaller families make a permanent career 
much more attractive to many women, and this makes unattractive the 
interruption of that career during the child-raising years. The reduction in the 
number of children makes the ‘cost’ per child of the parents not working and 
staying at home much higher. 

There have also been serious changes within the household. As smaller 
families have reduced the child care demands on the mother (while still requiring 
full-time availability), they have also reduced the demand for other household 
tasks (cooking, cleaning, laundering, etc.). Simultaneously, technological change 
in the household tasks has significantly reduced the amount of time necessary for 
their completion. Modern appliances (washing machines, dryers, dishwashers, 
vacuum cleaners, automatic stoves, etc.), permanent press fabrics, increased 
preparation of foodstuffs by supermarkets, the centralization of shopping in 
shopping centres, improved transportation, and so on, all make more and more 
of the time spent in child care less and less necessary for other tasks. Child care 
in the home becomes a less economical use of time. 

Changes in attitude towards work by mothers has also been important. In the 
period immediately following World War II, a view generally held was that a 
woman’s — and especially a mother’s — place was in the home. It is now 
accepted that many women will want to pursue active careers and that those 
women may not wish, when they have young children, to discontinue labour 
force participation. Whether attitudes have followed or led economic trends is 
not clear. One might argue that the attitudes of the 1950s delayed the gradual 
increase in labour force participation that historically might have been expected. 
The rapid increase in the 1960s and 1970s thus might be a return to the long-run 
trend in labour force entry. 

One final factor that must be mentioned is the increase over time of 
single-parent families. The division of labour in two-parent households in which 
one parent works and the other cares for children is impossible in the 
single-parent family. In 1973, there were over 80,000 unmarried mothers in 
Ontario. Their labour force participation rate was 57 per cent,* much above the 
40 per cent rate for all mothers. 


4 Communication from Statistics Canada on the Labour Force Household Survey of 
October 1973. 


10 Day care and public policy in Ontario 


Predicting future increases in labour force participation is difficult. It is useful 
to note that holding the age of the youngest child in the household constant, the 
labour force participation rate rises as the age of the mother falls (Statistics 
Canada, 1975a, 84). If this reflects the fact that younger women view working 
mothers with more approval than do older women, it might suggest further 
increases in labour force participation in the years to come.” 


THE CARE OF THE CHILDREN OF WORKING MOTHERS 


The 452,000 working mothers in Ontario in 1973 had 895,000 children. The 
children of working mothers in Canada and Ontario are divided by age in 
Table 2. Not surprisingly, given the cost of care for younger children, most 
working mothers with preschool children had only one preschool child.° 

Naturally all these children required care. In general, most have not been 
enrolled in day care centres; informal care, or ‘care by kith,’ has predominated. 
Day care has been growing rapidly, but some part of this growth has been 
induced by public funding. If those parents who receive no subsidy generally 
choose not to use day care centres when they work, then one should examine 
carefully a public policy on child care subsidies that directs most subsidies 
towards centres. In a later chapter, this argument will be developed, and it will 
be suggested that child care subsidies, if desirable, be directed towards the 
children of all working mothers. 

What arrangements do working parents now make for their children? Two 
recent studies, one done in 1967, the other in 1973, provide this information. 


The care of children of working mothers in 1967 

The 1967 survey questioned working mothers about their child care 
arrangements.’ Among the three- to four-year-old children of working mothers, 
almost half were cared for by relatives, a quarter by non-relatives, and only three 


5 The data may also reflect the fact that older mothers have had a larger fraction of the 
total children they intend to have, and with larger families are naturally less inclined 
to work. Thus the 20-year-old with an infant is less likely to have older children in the 
household than the 35-year-old with an infant. In addition, the husband of the 35-year- 
old is more likely to have a higher income, decreasing the need for the woman to work. 

6 Of the working mothers with preschoolers, only 23 per cent had more than one pre- 
schooler; of the working mothers with infants, only 4 per cent had more than one 
infant. Source: Statistics Canada, unpublished data from the Labour Force Household 
Survey of October 1973. 

7 A number of serious questions have been raised about the accuracy of the 1967 data 
(discussions with John Buttrick and others), but the survey does provide us with some 
of our earliest information. 
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TABLE 2 


Children of working mothers in Ontario and Canada in 1973, 
by age group 


Children Children 
Total 6 years 2-5 years Children under 
children and over old 2 years 


Ontario 895,000 689,000 143,000 63,000 
Canada 2,182,000 1,665,000 362,000 156,000 


SOURCE: May Nickson (1975), Table 7 


per cent by day care centres; the rest were cared for in a multiplicity of care 
arrangements or not at all (Women’s Bureau, 1970, Table 23, page 41). 

The overall figures can be misleading since child care arrangements will differ 
widely between mothers who work part time and those who pursue full-time 
work. In Table 3 (Appendix °) the care arrangements for preschool and school 
age children are presented according to the length of the mother’s work day. In 
general, mothers working full time were more likely to arrange for paid care with 
non-relatives, and more likely to arrange for care by a relative who was not the 
child’s father or older sibling. Care by fathers, older siblings, and the working 
mother herself becomes less likely when the mother works full time (the survey 
assumes that all non-relatives provide ‘mainly paid’ care, while relatives are 
‘mainly unpaid,’ which need not be an accurate characterization). 

For preschool children of full-time workers, care is most often provided by 
babysitters (non-relatives or relatives other than the father or sibling); all-day 
day care plays a minor role. For school age children, care by relatives is the usual 
arrangement. This is understandable, since public schools can care for children 
most of the working day. However, ‘latchkey’ children, who are uncared for 
between the end of school and the end of the mother’s working day, make up a 
significant proportion of the total. 

It is of interest to this paper that the 1967 survey appeared to find no 
increase in the use of paid arrangements (including day care) among mothers 
who worked full time. Table 4 shows the cost of child care in relation to the 
mother’s earnings. Quite naturally, the amount spent on child care had a positive 
relation to the mother’s income. But among those earning over $55 per week, 
which presumably includes most full-time workers, the use of unpaid 
arrangements is unrelated to income. Among families that did purchase care, the 
amount spent rose definitely with the mother’s earnings. This might be 


8 All remaining tables in this chapter are found in an appendix at the end of the chapter. 
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explained as follows: irrespective of earnings, working women prefer to have 
their children cared for by relatives. Only if this is not possible do women 
arrange for paid care, naturally spending more (buying ‘better’ care) as their 
incomes rise. This will be explained later in terms of lack of confidence in the 
operation of the free market, so that an arrangement with a trusted friend or 
relative is clearly preferred to the quid pro quo of the marketplace. Of course, 
the uncertainty about the quality of purchased care may be expressed also as an 
increase in the costs of information necessary to choose wisely, a factor that 
makes the non-market arrangement look more attractive. 

The preference among working parents for care by unpaid relatives and 
trusted friends, even when income is not a barrier to purchasing higher cost high 
quality care, should make one suspicious of arguments that day care is the best 
way to care for children. In a later chapter it will be argued that child care 
programs that subsidize only care within day care centres are for the most part 
an inefficient high cost way to deliver high quality care to children. 

It is also important to note the danger of using the distribution of past 
arrangements to predict the child care arrangements of new entrants into the 
labour force. The use of unpaid arrangements obviously depends upon the 
unpaid care-givers being available to the working mother. Since the availability 
of unpaid care makes the labour force participation more attractive to the 
mother, one might expect that mothers who are currently out of the labour 
force would have less access to unpaid care than those mothers who have already 
entered the labour market. This would suggest a greater dependence upon paid 
arrangements in the future if labour force participation rates for mothers 
continue to rise.” Furthermore, if extended families are becoming less prevalent, 
more working mothers will have to resort to the market to purchase child care. 


Child care in 1973 
The 1973 study indicates some information about changes in child care over 
time in Canada, as well as providing a check on the 1967 data. In addition, 
specific information about care in Ontario is available in the 1973 study. Tables 
5 and 6 summarize the arrangements made by working parents for care of their 
preschool and school age children respectively. 

The two studies are not strictly comparable. However, two time trends do 
appear to emerge. The first is that paid arrangements are becoming a more 


9 Even more obvious is the fact that as participation rates of women continue to rise, 
fewer relatives will remain out of the labour force, thus becoming unavailable to pro- 
vide unpaid child care. The breakdown of extended families would increase this 
tendency. 
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important component of child care arrangements, reinforcing the earlier 
comment that recent entrants to the labour force might have less access 
to unpaid care than those in the labour force for some time. Between 
1967 and 1973 paid care as a percentage of all child care appears to have risen 
from 41 to 49 per cent.'° 

The second and stronger trend is the increase in the use of formal day care for 
preschool children in Canada, as a proportion of total care arrangements, from 2 
per cent in 1967 to 7 per cent in 1973. The total number of preschool children 
cared for in Canadian centres grew from about 8000 in 1967 to 24,000 in 
1OGSe 

The figures for Ontario in 1973 are very similar to those for the rest of 
Canada. Ontario has a somewhat larger percentage use of day care, due in part to 
demographic and economic factors (greater urbanization, higher wage rates, 
greater job opportunities), and in part to the active role of the Ontario provincial 
government in promoting day care. 

For this report, special runs were done on the 1973 data for Ontario alone to 
examine the child care arrangements according to both mother’s earnings and 
family income. Unfortunately, the small sample size for Ontario restricted the 
number of possible classifications. The results are shown in Table 7. It appears 
that an increase in mothers’ earnings increases the use of paid care arrangements. 
The increase is small enough to be accounted for at least in some part by the fact 
that almost all part-time workers would be grouped in the ‘earnings under 
$5,000’ class. We cannot reject the earlier observation that an increase in wage 
rate may increase the amount spent on child care by those who make paid 
arrangements, but does not increase the number of paid arrangements made. 

When family income (all earned and unearned income by all family members) 
increases, there seems to be no increase in the use of paid arrangements. This 
would support the hypothesis that working mothers prefer unpaid care by 
family or friends when it is available. Among families with school children, paid 
arrangements decline when family income rises. It may be that the more affluent 
mothers with school children only work when they do not have to enter the 
marketplace to purchase care for their children, and can either arrange for 
informal unpaid care by friends and relatives, or can arrange their work hours to 


10 Since the 1967 study assumed all care by relatives to be mainly unpaid and all care by 
non-relatives to be paid, while the 1973 study asked whether or not care was paid, 
the comparison is unreliable. The 49 per cent figure for 1973 is a weighted average of 
the two Canadian columns in Table 5S. 

11 This assumes that the studies are comparable and that the small numbers for day care in 
each case are statistically reliable. In that case, the number of children in day care grew 
at a rate of 18% per cent per year. | 
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eliminate the need to depend upon care by others. More affluent families may 
also delay labour force entry until school children are older (12 or 13 instead of 
7 or 8) and less in need of organized care. 

The 1973 survey also asked parents some questions in order to evaluate their 
child care. The answers, however, must be used with extreme care. In all cases, a 
majority of parents gave the most positive response. Moving from older to 
younger children, parents expressed both greater dissatisfaction with their care 
arrangements and greater difficulty in making those arrangements. Since the 
arranged care for younger children is of longer duration (older children are in 
school a good part of the day), and is seen by many to be more crucial to the 
child’s development, neither result is surprising. But few parents are likely to 
announce that in order to work they have made poor arrangements for the care 
of their children. In addition, ‘good,’ ‘fair,’ and ‘poor’ depend upon the stan- 
dards of the parents. Were parents comparing the child care arrangements with 
other care costing the same amount, or with some ideal high cost form of care? 
The questions and responses are shown in Table 8. 

In perhaps the survey’s most political question, parents were asked how their 
child care arrangements might be improved. The answers in Ontario were similar 
to answers in the rest of Canada. In general, mothers with school children only 
were more concerned about obtaining greater flexibility in work patterns (flex- 
ible hours, part-time work) than in altering their child care arrangements; the 
reverse is true for working mothers with preschoolers. In addition, proportion- 
ately more of the latter responded, indicating a greater desire overall for change 
among mothers with preschool children. The results are presented numerically in 
Table 9. 

These results will be useful when we later discuss changes in public policy. 
Day care for school age children is very expensive. It will be suggested that the 
encouragement of flexible work hours might be of far more benefit to working 
mothers with school age children than the provision of day care. The overall 
satisfaction by parents with current care arrangements suggests that a policy of 
universal use of high cost institutional day care might not be the most efficient 
use of scarce resources. 

The findings of both the 1967 and 1973 surveys are similar to those of 
equivalent studies in the United States (Emlen and Perry, 1974, Table 13, p. 
104). Day care developed somewhat earlier in the United States than in Canada, 
though not earlier than in Ontario which has led the other Canadian provinces. 


Day care surveys done by the Canada Assistance Plan 
Three recent studies of day care centres done by the Canada Assistance Plan 
(CAP) show a rapid increase in formal child care facilities between 1971 and 
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1974 (Canada Assistance Plan, 1972, 1973, 1974). The total number of spaces 
increased at an annual rate of over 30 per cent between 1971 and 1973 and 
almost doubled between 1973 and 1974. This can be attributed not only to 
increases in private demand but also to significant shifts in government policy 
concerning the financing of day care services. Between 1974 and 1976 the 
growth of day care has been much slower.'” We shall discuss in the next section 
changes in policy that have made available funds to support both the initial 
capital costs of setting up new centres and the ongoing expenses of providing 
day care to children. The CAP findings are summarized in Tables 10 and 11. 

A number of noteworthy trends can be discussed within day care between 
1971 and 1974. The first is the rapid growth in facilities for younger children, 
generally between the ages of 18 months and 3 years. To some extent, this 
growth has been induced by public subsidy. The particularly high cost of infant 
care (compared with care for older children) may make subsidies to these chil- 
dren an inefficient use of public funds in many cases. The second trend is the 
growing use of day care to supervise younger school children, about which a 
comment has been made above. The third is the rapid expansion of family or 
private home day care; that is, care of young children by an unrelated adult in a 
private home (and, for the purposes of the CAP studies, supervised by the Prov- 
ince or a formal agency). This is seen by many as a way to effect significant cost 
saving, a belief which will be discussed in detail later. 

One should also note the trend towards larger centres (which shows up as an 
increase in 1973-74 in the average number of spaces per centre) and the trend 
towards the parent co-operative as a mode of providing day care. Parent co- 
operatives involve a majority of parents on the board of directors, and may also 
include parents participation in work in the centre itself; community board 
centres involve a majority of members on the board who do not have their 
children in the centre. Both parent co-operatives and community board centres 
are non-profit. 


Day care in Ontario 

Ontario has led the rest of Canada in developing day care. In 1971 the all-day 
day care centres in Ontario comprised just under 80 per cent of all such centres 
in Canada. By 1974 the percentage was still over 40 per cent. The fall is the 
result of the emergence of day care elsewhere and not to a decay of day care in 
Ontario: the number of all day spaces in Ontario centres almost doubled 


12 Most recent data provided by Howard Clifford to a Day Care Workshop, Queen’s Park, 
23 November 1976. | 


16 Day care and public policy in Ontario 


between 1971 and 1974. The growth of day care in Ontario from 1950 to 
1974, with more detailed information for 1971-74, is shown in Table 12. 

One must be careful in using blindly the numbers in Table 12 to indicate the 
use of day care centres by working mothers. For example, in 1973, there were 
over thirty-five thousand places for children in licensed nurseries or approved 
private homes. Yet the federal survey of working mothers discussed above esti- 
mated that just over ten thousand families in Ontario used day care centres or 
nurseries to care for their preschool children (Table 5). Even assuming more than 
one preschool child in some families, less than one-third of the available places 
are accounted for. This might suggest that the fraction of children of working 
parents receiving subsidy in day care could be much more than the fraction 
indicated in Table 12. In another study, John Buttrick estimates that one-third 
of the spaces in day care centres and nurseries in 1971 were used by working 
mothers.'? The reason for this is that in 1971 and 1973 almost 60 per cent of 
the spaces in nurseries and day care centres were part time only, not meant for 
the working mother (although the percentage falls to 50 per cent in 1974 after 
significant growth in the sector). Some of the full-time spaces are used by 
mothers in school or by mothers who for some other reason (physical or 
mental disability, for example) are not able to care for their children. As dis- 
cussed in Chapter 1, this report concentrates on day care for working women. 
However, when the best use of public subsidy is discussed in later chapters, 
emphasis will be placed on programs that reach all children in need irrespective 
of whether their parents work. 

Examining more closely all-day day care centres in Ontario in 1973, one finds 
that Ontario still had most of the publicly owned day care centres in Canada: 
eighty-one of Canada’s eighty-eight public centres were in Ontario. In addition, 
Ontario provided the lion’s share of the all-day facilities in Canada for children 
under the age of three (2384 children under the age of two and a half cared for 
in Ontario, as compared with 3626 children under the age of three in all of 
Canada). A detailed breakdown of day care centres in Ontario in 1973 by 
sponsorship and ages of children is provided in Table 13. 

The reader will notice that Table 13 also shows that the great majority of 
centres in Ontario conform to provincial norms, but that few are more generous 
in their staffing than the law requires. When regulation is discussed later in this 
paper, it will be argued that for various reasons the minimums set by provincial 
law tend inevitably to become the norms for most centres in the province. 


13 John Buttrick, Table, ‘Day care arrangements for children under 6 years, Ontario, 
1971, made available by the author (xerox). 
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Day care centres are distributed all over Ontario, although naturally they are 
concentrated in the larger cities — that is, the ratio of day care spaces to popula- 
tion is highest in urban areas. Data on the distribution of centres in Ontario by 
region are available from the author. 


DEE EOS bIGIROUE IN DAY CAREAIN ONTARIO 


The growth of day care in Ontario has been stimulated in no small way by the 
provincial government. As has become clear, the public purse subsidizes a signifi- 
cant fraction of the children in day care: from Table 12 it is evident that about 
45 per cent of the all-day spaces in Ontario day care centres in 1974 were 
subsidized. It is useful to examine the development of present policy, and to 
understand what that policy now is. 


Day care in Ontario up to 1966 

The first day nursery in Ontario (the forerunner of the present Victoria Day 
Nursery) was founded in 1892 under the guidance of Hester How, but formal 
government involvement in day care did not emerge until World War 1.'* In 
1926 the Institute for Child Study was founded at the University of Toronto 
under a Laura Spellman Rockefeller grant. The Institute proposed to introduce 
the developmental aspects of day care and began to educate parents and student 
teachers as well as carry out research on child development. 

World War II represented a significant if temporary shift in the public view of 
day care. No longer a form of charity to poor children or as temporary help to 
damaged families, day care became a way to free badly needed mothers for work 
in essential industries. In March 1942 the Dominion-Provincial Agreement made 
available government subsidies, the costs of which were to be shared equally 
between Canada and the provinces, to provide day care for children. Day care 
was to be more than just custodial. It was also meant to include a developmental 
program for normal children. Ontario, however, was the only province to act 
under the agreement, setting up the Day Nurseries Branch within the Depart- 
ment of Public Welfare to administer the program. After one year, there were 
30 new centres, an increase of 25 (Canada Council on Social Development, 
1972). 

The Canadian experience paralleled that of the United States, where the 1941 
Lanham Act extended federal funding (on a 50-50 basis with the states) to day 
care under the Community Facilities Act. Many of the centres thus supported 


14 This information along with some of the other facts in this section, come from the 
Canadian Council on Social Development (1972). 
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had been funded in the depression under Work Project Administration (WPA).'> 
However, day care was viewed in both Canada and the US as an extreme wartime 
measure, not for normal use by mothers in healthy family situations. Although 
many other wartime programs continued after 1945, the end of the war spelled 
the end of federal support for day care. The Dominion-Provincial Agreement 
ended on 30 June 1946. 

Mothers who intended to continue working after the war protested bitterly, 
resulting, in Ontario, in the Ontario Day Nursery Act in 1946, which offered 50 
per cent funding of operating expenses to any municipality undertaking to pro- 
vide day care. The act also required the licensing and inspection of day care 
centres and nursery schools. As our data on day care growth suggest, the re- 
sponse by the municipalities was not overwhelming (see Table 12: only 1147 
children in Ontario in 1950 received subsidized day care). All municipal day care 
centres serving school age children closed down (there had been more than 
forty), and of almost thirty municipal centres for preschoolers, only sixteen 
were still in operation in 1947, most of them in Toronto. 


Changes in the Day Nurseries Act: 1966 to the present 

The Day Nurseries Act was not changed significantly for twenty years, during 
which time there was little growth in the number of publicly provided day care 
spaces. The new Day Nurseries Act of 1966, however, provided a major impetus 
for new centres by increasing from 50 to 80 per cent the share paid by the 
province of the operating and renovation costs incurred in municipal centres. 
Similar financing was extended to day care services purchased by municipalities 
from private day care centres for children of families in need. 

In 1971 the Act was amended to extend the 80 per cent provincial financing 
to the purchase of services from approved homes. The same financing was also 
made available to approved local associations for the mentally retarded. More 
importantly for the growth of day care, the Day Care Amendment Act provided 
capital grants to municipalities and Indian bands of one-half of the costs of | 
buying or building facilities for public nurseries or day care centres. 

Shortly thereafter, in October 1971, the government of Ontario announced 
Project Day Care as part of its winter works program, allocating $10 million to 
create up to 150 new day nurseries serving up to 4000 new children (by the end 
of the project, something under 3000 new spaces were produced). The money 
was channelled into capital grants to pay for 100 per cent of all construction 
completed by 1 May 1972 (later extended to July), and provision was made to 
pay for 80 per cent of all work after that date. 


15 For more details on the American experience, see Steinfels (1973). 
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In 1974 the Act was amended again to bring handicapped children under the 
Act in the same way as were the mentally retarded in 1971. The amendment also 
allowed the Minister to once again establish 100 per cent capital grants for new 
centres. On 4 June 1974, the Honourable Margaret Birch, provincial secretary 
for Social Development, announced the new program to the legislature (Birch, 
1974). The program set in order three priorities for day care: first, more care for 
handicapped children; second, a commitment to serve low income families and 
native children; third, an acceleration of the growth of services to all children in 
Ontario. Fifteen. million dollars was to be made available for three types of 
assistance: capital grants to municipalities and non-profit organizations to con- 
struct new centres, the grants to cover 100 per cent of the costs on all projects 
approved between 1 September 1974 and 31 March 1975; subsidies to the cost 
of day care for the handicapped to cover the high costs of care for these chil- 
dren, assistance to low-income families to be applied at any licensed day care 
centre in Ontario. The last provision bears some similarity to the voucher plan 
(or deinstitutionalization) often proposed in education. 


Shifts in provincial expenditures 
The provincial expenditures on day care reflect the changes in the legislation. 
Between 1949-50 and 1966-67 when the Act was changed, provincial expendi- 
tures increased by only 225 per cent (110 per cent when we account for infla- 
tion), from under $150,000 to just over $460,000. But between 1966-67 and 
1970-71 expenditures rose by another 560 per cent to over $3,000,000, and by 
1974-75, gross expenditures were over $16,000,000. The year-by-year record of 
expenditures is present in Table 14. The uneven growth between 1966-67 and 
1974-75 looks considerably smoother when only operating expenditures are 
considered (that is, when the capital expenditures are deleted)."® 

The sudden shift in 1966 can be attributed not to an abrupt change in 
political thought at Queen’s Park, but to the changes in federal legislation in that 
year. In 1966 the Canada Assistance Plan (CAP) reactivated the federal participa- 
tion in funding day care by providing for equal sharing by Canada in the cost of 
providing day care to families in need (Hepworth, 1975, 135-139; Canadian 
Council on Social Development, 1972, 26-28). Initially, the federal government 
shared only in salaries for staff, but later changes extended financing to all day 
care costs (including capital costs). In general, therefore, public day care costs in 
Ontario are split among municipalities, the province, and the federal government, 


16 The operating expenditures in millions of dollars on a year-to-year basis from 1968-69 
to 1974-75 increase from 1.4 to 2.1 to 2.9 to 4.5 to 7.2 to 11.1 to 14.4, a remarkably 
steady growth. 
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with municipalities paying 20 per cent, the province 30 per cent, and Canada 
50 per cent. 

One might argue that Queen’s Park has drifted into its current day care 
budget without any clear public decision to get into day care on a large scale. 
The open-ended cost-sharing provisions of CAP made the legislation hard to 
resist, and the municipalities, paying only 20 per cent, have been willing to go 
along, especially when faced with 100 per cent capital grants. The first capital 
program in 1971 seemed oriented more towards stimulating construction and 
the provincial economy than towards day care per se, but, of course, the centres 
once built led to greater operating expenditures. In 1975-76, severe limits have 
been clamped on provincial expenditures, terminating the open-ended nature of 
the Day Nurseries Act and reducing significantly the growth in day care. 


The Canada Assistance Plan and day care 
The design of provincial subsidies has been greatly influenced by the need to 
meet the requirements for cost-sharing under CAP (although Ontario’s program 
could be more generous and still conform with CAP requirements). 

The Canada Assistance Plan will share in day care expenses for families which, 
in addition to being in financial need, fall into one of the following categories: a 
single-parent family in which the parent is working, in school, undergoing 
medical treatment, or in a rehabilitation program; a two-parent family in which 
one parent is working and the other parent is working, in school, incapacitated, 
undergoing medical treatment, or in a rehabilitation program; any family for 
which a social welfare agency feels that day care will protect the child physically 
or developmentally or meet special needs of the family or the child. The defini- 
tion of financial need is vague under CAP, and the province has laid out guide- 
lines that have been adopted by the municipalities. Need is determined through 
the use of form 7 of the Ministry of Community and Social Services (a form that 
we analyse in some detail in later chapters). In brief, allowable expenses are 
subtracted from net family income. The form then subtracts ‘exemptions’ from 
the remainder. Any income remaining goes to pay for day care. The minimum 
fee is 25¢ per day. Exemptions include all family allowances, a fairly generous 
provision for contingencies (which for a family of five might easily run to $750 
annually), and some municipally determined fraction of net earnings. This last 
fraction of earnings can be set by the municipality at its own discretion between 
zero and 25 per cent (until about ten years ago, the maximum exemption 
fraction was 10 per cent).'’ Ottawa and Toronto, like most other cities, use the 
25 per cent exemption. 


17 Information imparted verbally by the Ministry of Community and Social Services. 
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Under 1974 CAP guidelines, costs will be shared so long as provinces require 
either a needs test meeting the approval of the Department of National Health 
and Welfare (Ontario’s test does) or an acceptable means (or income) test. While 
the needs test compares family income and assesses the parents fee on the basis 
of family income. If a means test, or fee schedule, is used, then families must 
begin to pay for day care once their incomes pass the provincial social assistance 
rates, and families must contribute at least fifty cents of every dollar earned 
beyond that point. No family with income above the provincial average 
(adjusted for family size) will receive any subsidy. Finally, under either a means 
test or a needs test, families not covered under the test must pay the full cost of 
day care, or that portion of the day care expenses which are not shared. 

In Ontario, this latter provision has affected a number of districts, Ottawa 
and York-Peel in particular, which in the past have provided some subsidy to all 
users of municipal day care.'* Each district is phasing out the subsidy. 

Most provinces use the needs test. Income testing, where it has been tried, has 
proven to be less generous to many parents, necessitating the use of needs testing 
as a backstop. 


Regulation of standards under the Day Nurseries Act 

While public funding has influenced the rate of growth of day care, public 
regulation has had no small influence on the type of day care that has developed. 
The regulatory body, the Day Nurseries Branch, has been committed to encour- 
aging and assisting in the upgrading of substandard facilities, to teaching centre 
operators how to improve standards, rather than to closing the centres down. 

All day nurseries in Ontario require licensing under the Day Nurseries Act. A 
day nursery is defined as an institution caring for more than five unrelated 
children (under age ten) away from their parents for less than twenty-four hours 
continuously. The Act specifies standards for the physical layout of the day care 
centre.!? Standards are also set for staff and program. Programs must meet 
specific scheduling requirements, balancing group and individual, indoor and 
outdoor, and active and quiet. Timetables and menus must be available in ad- 
vance. The supervisor must have experience and special knowledge of preschool 
methods, and the staff must also have ‘specialized knowledge’ (Canadian Council 


18 Information provided verbally by both directors. 

19 Buildings must meet local health and fire laws, provide thirty square feet and two 
hundred fifty cubic feet of indoor space per child and specific outdoor play space 
fenced and properly supervised. Also required are more than one playroom for over 
twenty-five children, at least one toilet and wash basin for every fifteen children under 
age six, separate boys’ and girls’ toilets for children over age six, and specific arrange- 
ments for cots and personal equipment. : 
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on Social Development, 1972, 123). There is some risk that trying to specify 
‘paper’ qualifications for staff will raise costs without improving quality (disqual- 
ifying many potentially able staff who lack the qualifications), an argument 
examined in some detail in Chapter 6. 

Perhaps the most important aspect of the Day Nurseries Act is its exact 
specification of the maximum child-to-staff ratios for different aged children. 
These ratios are presented in Table 15. Because the province subsidizes only day 
care with the maximum allowable ratio, and because even this care is very 
expensive for unsubsidized parents, few centres employ more staff than required 
by law. 

In 1974 when the Honourable Margaret Birch announced the Day Care Ex- 
pansion Project, she also proposed to increase the maximum child-to-staff ratios. 
Her proposal is shown in Table 15. The changes would have increased signifi- 
cantly the numbers of children cared for by the staff, from a 20 per cent 
increase for infants to a 50 per cent increase for five-year-olds in all-day pro- 
grams. The government, faced with much opposition, has not implemented 
these changes. 

Day care licences are renewed annually. Technically, failure to grant a licence 
or renewal can be appealed to the Day Care Review Board, established in 1970 
to provide safeguards to the operators of day care centres. However, in only one 
case has the Ministry’s denial of licence been overturned, and that case centred 
on the issue of zoning rather than on a fundamental objection by the Ministry to 
the nature of care provided in the centre.”° 

In contrast to day care centres, private-home day care does not require a 
licence. However, there is an implicit restriction on the number of children cared 
for by the ‘day care mother, since more than five children would constitute a 
day care centre under the Act. When public subsidy became possible for private- 
home day care in 1971, such care had to be approved to receive subsidy. 
Approval included inspection of the residence, medical examination, and 
supervision. 


20 In fact, the Ministry had been required by law to insist on the fulfilment of local 
ordinances. We have no indication of whether the Ministry’s true sympathies indeed 
may have been with the centre operator. This is not to imply that the Review Board 
has had no influence on the Day Nurseries Board, but rather to suggest that any influ- 
ence has been informal and not through formal judicial decisions. In the most con- 
troversial case, that of the Sussex Campus co-operative (which was settled informally), 
the Review Board refused to accept a petition by parents and supported the Ministry’s 
requirement that a director with suitable ‘paper’ qualifications be hired. Some of the 
background for this discussion stems from an interview with Don Bellamy, a member of 
the Review Board. I have devoted some time to this detailed discussion of day care 
regulations to anticipate some of our later discussion of public policy in this area. 
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Day care has grown rapidly in Ontario. This growth has been due, in part, to the 
private demand for child care arrangements for young children by their working 
mothers, whose numbers have grown dramatically. But the growth of day care 
has also been due to the public subsidies to the sector, both for capital expan- 
sion and for the yearly support of many of the children in day care (in 1974 
almost half the preschool children in all-day programs received subsidy). And 
all-day care centres are carefully regulated by the province. 

While this chapter has been largely descriptive, it has also introduced the 
crucial issues for public policy to be discussed later in this report. It is clear that 
day care reaches only a small fraction of the children of working parents. Those 
people in favour of more public spending on day care would argue that this small 
fraction proves that our programs are woefully inadequate, and that justice 
requires far more public involvement. Those against more public spending would 
argue that the government has blundered into an open-ended program whose 
eventual cost will be far beyond any present projections. The economist and this 
report will assume instead that the decision has been made on how much sup- 
port to give to working mothers and their families. The question then becomes 
somewhat different. Do day care subsidies represent the most efficient way to 
use scarce public resources to reach and assist both children and their families? 
Given a certain level of public expenditure, how should a subsidy scheme best be 
designed? 

Somewhat apart is the issue of regulation. It is clear that the Day Nurseries 
Branch is staffed by dedicated workers committed to improving day care. But 
economists are suspicious of regulation. Is the overall effect of regulation of day 
care desirable? Are there other methods that might better serve the public 
interest? 

Before one can examine all these questions, it is necessary to have some feel 
for the costs involved in day care. That is the subject of Chapter 3. The re- 
mainder of this report will be concerned with the optimal design of public 
policy. 
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TABLE 4 


Percentage cost of care of children of working mothers in Canada in April 1967, by earnings 
of mother in week 


Earnings of working mother in reference week 


$100 
All Under and No 
earnings $25 $25-55 $55-100 over response 
Total mothers 
(thousands) (540) (79) (166) (182) (46) (68) 
per cent 100 100 100 100 100 100 
Cost of child care 
in reference week (%) 
Nil 69 91 de 55 56 82 
Under $10 10 8 14 9 4 4 
$10-15 10 ~ 8 17 9 4 
$15-20 6 = 4 10 9 6 
Over $20 6 — 2 8 a2 3 


SOURCE: Women’s Bureau (1970), Table 32, p. 50 
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PABLED/ 


Paid and unpaid child care arrangements in Ontario in 1973, by earned income of mother, 
by family income, and by school attendance of children under 16 years of age 


Child care arrangements 


Unpaid (%) Paid (%) 


Children not attending school 
All children 34 St 
By mother’s earnings: under $5000 Sif 58 
over $5000 * 69 
By family income: under $10,000 * 29 
over $10,000 62 61 
Children attending school part time 
All children 61 34 
By mother’s earnings: under $5000 63 34 
over $5000 * * 
By family income: under $10,000 * * 
over $10,000 59 35 
Children attending school full day 
All children 10 17 
By mother’s earnings: under $5000 te} 16 
over $5000 mal 23 
By family income: under $10,000 68 22 
over $10,000 wie} 1? 


NOTES: Unpaid care arrangements include both care by others, and child caring for self. 
All figures are rounded. In many cases small cell size makes the estimates unreliable. 
Because of other or no answers, rows add up to less than 100%. Because a significant 
number of families (up to 22% in one case) declined to provide family income or mother’s 
earnings, or both, columns need not average out. An asterisk (*) indicates a cell size too 
small to report. 

SOURCE: Statistics Canada, special computer run (#280) done for this project on data 
collected in the Child Care Survey, October 1973, Labour Force Survey 
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TABLE 12 


Children in licensed nurseries and approved private homes in Ontario, and number of 
children receiving public funds (full or partial subsidy) in Ontario, December 1950 to 
December 1974. Further Breakdowns for 1971-74 


Children Children Fraction of 
in nurseries receiving children 
Year and homes public funds subsidized (%) 
1950 5,476 1,147 DA 
1951 5,956 1,147 19 
1952 65232 1,205 19 
1953 6,588 201 18 
1954 6,588 201 18 
IAISS) 6,781 1,104 16 
1956 6,827 ES 16 
1957 Gra PAKS 16 
1958 6,954 Plas 16 
1959 129 1,104 15 
1960 T5538 Peis 15 
1961 8,528 1,148 3 
1962 Sa53 129 13 
1963 9,458 Les i 
1964 9,938 PUSS 12 
1965 11,034 1,882 Li 
1966 13,434 15 OE 16 
1967 18,350 2,099 al 
1968 21,000 2502 12 
1969 26,150 32186 14 
1970 INS IAS 4,276 15 
O74 30,730 55129 19 
192 31,344 8,263 26 
1973" 35,138 9,609 27 
1974* 46,379 f3:075 28 


* In 1971-74, the following breakdown in nurseries and homes is available by part-day and 
all-day, and public (municipalities and Indian bands) and private (with percentage 
subsidized in brackets). 


Type of centre 1971 12 1973 1974 

Public-All Day 4,265 (59%) 5,457 (66%) 5,828 (69%) 5,994 (75%) 
Public-Part Day 831 (79%) 831 (79%) 851 (78%) 1,464 (50%) 
Private-All Day 8,540 (25%) 8,272 (34%) 9,002 (35%) 175033357) 


Private-Part Day 17,094 (7%) 16,784 (11%) 19,457 (9%) 21,888 (10%) 
Total — All Day 12,805 (36%) 13,729 (47%) 14,830 (48%) 23,027 (45%) 


SOURCE: Data made available in unpublished tables by Jean Stevenson, Assistant Director, 
Day Nurseries, Children’s Services Bureau, Ministry of Community and Social Services, 
Hepburn Building, Queen’s Park, Toronto, Ontario 
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TABLE 14 


Provincial expenditures in Ontario on day care, 1949-75 


Gross Gross 

provincial provincial 

expenditures Percentage expenditures Percentage 

on day care increase on day care increase 
Year ($) (%) Year ($) (%) 
1949-50 144,476 — 1962-63 264,583 10 
1950-51 197,913 Bi 1963-64 264,671 0 
P9St-52 DA St eave | 10 1964-65 328,181 24 
1952-53 216,868 0 1965-66 401,306 22 
1953-54 212 S27 —2 1966-67 466,805 16 
1954-55 204,034 —4 1967-68 GES2269 Bid 
1955-56 196,166 —4 1968-69 1,570,147 55 
1956-57 L239 1 1969-70 2220255 4] 
1957-58 211,845 rf 1970-71 3,083,166 39 
1958-59 249,957 18 LOFI=12 8,083,253 162 
1959-60 240,887 —4 1972-73 14,022,677 ie 
1960-61 Dial Prcks Pe —4 1973-74 11,712,645 —16 
1961-62 240,826 4 1974-75 1652755159 ag 


SOURCE: Unpublished data made available by Jean Stevenson, Assistant Director, Day 
Nurseries, Children’s Services Bureau, Ministry of Community and Social Services, Hepburn 
Building, Queen’s Park, Toronto, Ontario 
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TABLEMS 


Current child-to-staff ratios specified by the Day Nurseries Act and Margaret Birch’s 
proposed changes 


Maximum Changes proposed by 
Age of children and type child-to-staff ratio Margaret Birch in 
of program in Day Nurseries Act 1974 
At least two staff in 
General requirement any day care centre No change 
Children under age of 18 months 3-1/3 to 1 4tol 
Children between 18 months 
and 2 years of age 4-2/3 to 1 6 to 1 


Children between ages of 
2 years and 4 years 
(a) half-day programs ito 1 14 to 1 
(b) full-day programs 8 to l 12 test 


Children 5 years old 
(a) half-day programs 22 toe no change 
(b) full-day programs 11 to 1 16: toil 


Children between ages of 6 years 
and 9 years after school 
program baton 25, tal 


SOURCE: Margaret Birch (1974). 
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The cost of day care in Ontario 


INTRODUCTION 


In 1975 the cost of providing all-day day care for a preschool child (aged two to 
four years) in Toronto ran between $1800 and $2500. This single fact is at the 
heart of much of the public debate over day care policy. Because day care costs 
are a significant fraction of the earnings of the average worker, one might expect 
those costs to represent a major barrier to labour force participation. Because 
day care costs are somewhat less than the cost of welfare, day care subsidies to 
induce welfare mothers to work (and stop collecting welfare) are to some an 
attractive program. Because day care is expensive, any comprehensive public 
program providing care to all children would be a relatively high cost item in the 
provincial budget. Because day care is so much more expensive than most child 
care arrangements currently made by working parents (the average paid baby- 
sitting arrangement in 1973 in Canada cost about $1000 per year — see below, p. 
53), one questions the efficiency of using subsidies that will steer parents to- 
wards the highest cost type of extra-family child care, unless it can be demon- 
strated that quality differences justify the additional cost. 

This chapter will first examine the cost of different types of day care and 
attempt to explain both the magnitude of the costs and the apparent differences. 
Then proposals for reducing cost will be examined. It will become clear that the 
predominant factor in the costs of day care is the wages of those directly caring 
for the children. Cost differentials among centres are generally accounted for by 
different wage rates for the staff of those centres. It will be argued that pro- 
posals for cutting day care costs can be successful in the long run only by 
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reducing the wages of day care workers — a difficult thing to do — or by reduc- 
ing staff-child ratios and hence quality. It will be suggested that day care costs, 
even holding quality constant, will tend to rise in the coming years, especially if 
public subsidy increases. 

Because of data limitations, the discussion is limited to day care in some of 
the major urban areas of Ontario. Lower wage rates outside the cities would bias 
downward day care costs in less urbanized areas, but transportation costs would 
generally be higher. 

Day care costs within the municipal centres of Toronto, Ottawa and Peel are 
examined below, as are costs in private centres in Ontario. The possibility of 
reducing costs by cutting staff and the impact these cuts might have on the 
quality of day care being provided is considered. The actual expenditures of 
Canadian parents on extra-family child care with the formal day care costs 
developed in this chapter are compared, and private-home (or family) day care as 
an alternative to institutional day care is discussed. Finally, the costs of day care 
discussed in the chapter are summarized. 


MUNICIPAL DAY CARE 


As shown in Chapter 2, municipal day care (centres run by the municipalities) 
provides a significant fraction of the all-day spaces available in day care in 
Ontario (26 per cent in 1974). Most of the municipal day care is heavily sub- 
sidized, which in itself leads to problems, and in general, the cost of day care in 
Ontario is highest in the municipal centres. This has led to deep concern about 
ways in which public monies might be saved. In this section we examine the cost 
of municipal care and why it is so high. 

The cost of one day of child care in 1975 in the municipal centres run by 
Metro Toronto was $12, expected to rise to between $13.00 and $13.50 in 
1976.' In comparing costs among centres, it would be useful to compare the 
costs for older preschoolers (ages two to four years). The $12 per diem is an 
average over all children, including more expensive care for infants and less 
expensive care for school-age children. Using enrolment figures for the different 
age groups and making some assumptions about relative costs, one may estimate 
the municipal per diem cost for an older preschooler at $12.21.* Allowing for 


1 Information provided in conversation with Marguerite Butt. 

2 In March 1976, municipal centres in Metro Toronto cared for 123 infants (0-24 months), 
830 preschoolers (2-4 years), 318 kindergarten children (5 years old), and 557 school 
children (6 years old and over). Assume that infants and toddlers under 2 years old cost 
approximately 2.9 times more than children aged 2 to 4 (Metro uses more staff to care 
for infants than is required by law); children age S in kindergarten cost approximately 
three-quarters of the cost of children aged 2 to 4; school children given care before and 
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absenteeism,” the cost for a 235-day year for a single child aged two to four 
years would be just under $2500 in 1975 and between $2700 and $2800 in 
1976. In comparison, commercial centres in Toronto in 1975 charged about 
$1800 per year for the older preschooler.* 

The city of Ottawa operates nine municipal centres. In 1975 the per diem 
cost was $10.48 for preschool and school age children (246 spaces) and $18.77 
for infants and toddlers (44 spaces).° The costs for preschoolers seem similar to, 
if slightly below, the costs in Metro Toronto, while infant care is rather more 
expensive in Toronto, which does, however, use more staff than is required by 
Ontario law. 

The region of Peel cared for 340 children in seven municipal centres. Peel 
reports that their per diem cost was $9.50 in both 1975 and 1976.° This seems 
quite low relative to Ottawa and Toronto, and indeed the quoted figure is 
unrealistic. In January 1976 true costs yielded an estimated per diem of over 
$15. Faced with intense local opposition, these high costs were cut towards a 
goal of $9.50 by increasing enrolments (reducing teacher/child ratios close to 
provincial minimums), by reducing teacher qualifications, and by effecting all 
other possible economies (maintenance, supplies, etc.). Even so, per diems were 
still running over $10 at the beginning of 1976, and Peel was considering a 
reduction in the number of centres operated.’ 


after school and during lunch cost approximately two-thirds of the cost of care for 
children aged 2 to 4. The relative costs for children under age 2 are derived by assuming 
that Metro uses adult-child ratios of just under 1:2 for this group (obtained from Mrs 
Adamson in Metro) and computing costs by assuming that direct staff costs account for 
2/3 of the cost of care for a preschooler aged 2 to 4. Also assume that other costs are 
fixed, and that all staff receive similar pay. The relative costs for kindergarten and 
school age children come from the relative fees charged for these children in private 
day care centres. 

3 In setting per diem costs for private centres from which Metro purchases day care, 
private centres are allowed to increase their daily charge to parents (paid whether or not 
the child is present, since parents pay on a monthly basis) by 15 per cent in computing 
the daily charge to Metro (paid only when the child is present). This assumes an 
absenteeism rate of 13 per cent (or 15/115). The Metro Toronto municipal centres per 
diem cost is thus the cost per day the child is actually present in the centre. Thus, in a 
235-day year, the child is actually present only 235 x 0.87 = 204 days (assuming 13 per 
cent absenteeism). 

4 Conversations with day care centre operators in Metro Toronto. 

5 Data provided by Ottawa Regional Social Services, Day Care Branch, 495 Richmond 
Road, Ottawa. 

6 James Crozier (1975) and telephone conversations with the Region of Peel and Mr 
Crozier on 11 March 1976. | 

7 Telephone conversations with James Crozier, 11 March 1976. 
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The three municipalities have had very different experiences with day care. In 
Toronto, parents who did not qualify for subsidy would be required to pay the 
full cost of care if they used the municipal centres. Partly because of this high 
cost (well above other centres), but mostly because these parents could not get 
their children into municipal centres (since priority was given to children in 
need), only about 3 per cent of the parents using municipal day care paid over 
$5 per day. Most paid virtually no fee (the minimum fee, whatever the needs test 
shows, is 25¢ per day). A majority (80 per cent) of the children in Toronto 
municipal centres come from single-parent families. The miniature ghettos 
created in the municipal centres can be cause for concern. 

Both Ottawa and Peel have in the past charged less than full cost to all 
parents, regardless of income. In Ottawa the top fee in 1975 was $7 per day for 
residents of the municipality, while Peel had a top fee of $5 per day. In each 
case the significant subsidy paid to high income families using the centres con- 
travenes the regulations of the Canada Assistance Plan, and is likely to disappear. 
However, the across the board subsidy has led to a much more heterogeneous 
clientele in the municipal centres in Ottawa and Peel, as compared with Toronto. 
In Ottawa, in 1975, families paid the full fee for one-quarter of the children in 
full day spaces in municipal centres.® In Peel, where the maximum fee was even 
lower, 68 per cent of the families using municipal day care were two-parent 
families, and the average gross income of these families was $20,000. Using the 
needs test employed in Toronto, 72 per cent of the families would pay more 
than the $5 fee, and many would be required to pay full cost (Crozier, 1975). 
Whether these families would pay the higher fee, or would make alternate 
arrangements, is a matter for speculation. 

But why is day care more expensive in municipal centres than in private 
centres? Because day care is extremely labour intensive, the explanation is most 
likely to be in the costs of staff. To give the reader a feel for the budget of a day 
care centre, Table 16 provides a three-year budget for one of the Metro Toronto 
municipal centres.’ It shows that the wage and salaries and fringe benefits of staff 
involved in the direct care of children amounted to about 67 per cent of the total 
cost. Including casual and administration expenses, total labour costs account for 
78 per cent, not including the labour inputs in other entries (laundry and main- 
tenance, for example). Food costs account for another 7.5 per cent of the total. 

Metro Toronto municipal centre salaries are among the highest day care 
salaries paid in the province. Table 17 provides the salaries of those working in 
Toronto municipal day care centres in 1975, along with the composition of an 


8 Data provided by Ottawa Regional Social Services, Day Care Branch, 495 Richmond 
Road, Ottawa. 
9 In this chapter all tables are in the chapter itself rather than an Appendix. 


TABLE 16 


Costs in one Metro Toronto municipal day care centre, 1972-74 
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Cost 
Item Initial ($) 1972(3) £97 30S) 1974 ($) 
Equipment-start up 16,267 
Alterations 24,165 
Salaries and wages 
Direct 86,270 OTL’ 99,146 
Share of casual 6,816 8,034 9 894 
Share of central administration 4.633 5,438 6,131 
Total SIL eS) 1055179 iD ses 7 | 
Fringe benefits 8,902 9,582 10,180 
Salaries, wages, and fringes 106,621 114,761 125,35 
General 
Food 10,293 13,063 11,988 
Heat, light, water 1,200 1,200 1,200 
Household supplies and repairs 1,354 896 PAD 
Equipment 154 504 1,080 
Laundry 7189 1,354 795 
Playroom supplies 617 632 508 
Rent ASS SS a LOO 
Maintenance 8,383 10,014 LOM ELD 
Sundry 1,415 916 598 
Total 315359 35,134 35,306 
Grand total 137,980 150,495 160,657 
Days care 14,730 14,935 14,688 
Per diem rate 9.37 10.08 10.94 


SOURCE: Commissioner of Social Services (1975). The centre is Edgeley Day Care Centre 


average centre. The grade 2 day care assistant in Metro received between $7480 
and $8445 per year in 1975 (compared with $7200 in Peel). In most private 
centres in Metro, the same position may have been paid as low as the minimum 
wage — about $5000 annually — and seldom over $7000 annually. 

Yet, viewed in the context of the whole economy, even the salaries of munici- 
pal day care centre workers are hardly extraordinary. The wages are well below 
those of primary school teachers, for example (although levels of training are 
frequently different for teachers and day care workers). The grade 1 senior 
supervisor in the day care centre earned no more than $13,000, but might have 
responsibilities comparable to those of a principal of a small elementary school. 
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TABLE 17 


Salaries in Metro Toronto municipal day care centres, 1975 


Category Annual salary without benefits ($) 
Day care assistant 
grade 2 7,480- 8,445 
grade | 8,718- 9,628 
Supervisor 
grade 1 9 ,955-11,102 
Senior supervisor 
grade 2 10,790-11,992 
grade 1 11,414-12,904 


NOTE: An average centre serving 60 children aged 2-5 would 
have: 6 Day care assistants grade 2, 3 Day care assistants 
grade 1, 1 Day care supervisor grade 1. Senior supervisors, 
grade 2, are required for centres serving aged 2-10. Senior 
supervisors, grade 1, are required for centres serving infants 
or more than 90 children. 

SOURCE: Data received by phone from Mrs Adamson, in 
the Child Care Branch of the Department of Social Services, 
Metro Toronto 


PRIVATE DAW CARE 


To people with an ideological bias against public enterprise, the high costs in 
municipal centres would come as no surprise. One obvious suggestion for saving 
public money would be to return all care to the private sector where per diem 
costs are significantly lower. In this section, private centres and their supposed 
cost advantages are examined. 

Despite an active public sector, most day care centres are privately owned 
(more than three-quarters of the full-day centres, supplying almost three- 
quarters of the full-day spaces in 1974). These private centres can be commercial 
(for profit) or non-profit. Among the commercial centres are many small single 
proprietorship centres, and some larger corporations with a number of separate 
centres centrally controlled. The commercial centres may be genuinely con- 
cerned with earning profits, or may be run by individuals deeply committed to 
quality day care who take lower profits (or none at all) in order to improve 
programming in the centre. 

In general, fees in 1974 ran around $150 per month for preschool children 
(ages 2-4 years). This is well below the costs in municipally run day care centres. 
In fact, the municipalities already purchase day care spaces (for those in need) 
from the private centres, both commercial and non-profit. These private centres 
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also sell care to the public. The commercial centres are constrained not to charge 
more to the municipalities than is paid by unsubsidized families. Non-profit 
centres, which frequently sell care below cost because they can raise funds from 
other sources (charitable donations), must justify the per diem charge to the 
municipality.'° But a close study of these centres and their costs would suggest 
that eliminating municipal centres and expanding the purchase agreements with 
private centres would not save money in the long run. 

In 1975 the Metro Toronto Department of Social Services collected cost data 
from all the private day care centres with which the Department had arranged 
purchase agreements. Most of these centres agreed to allow the Department to 
release these data to this project. 

The data yielded a number of interesting results, the most obvious of which is 
that day care costs are extremely variable. Only centres that handle preschool 
children and no infants were examined. Forty non-profit centres (including three 
co-operatives) had an average per diem cost of $8.44, but the variation around 
that mean produced a standard deviation of $1.96 (that is, you would expect 
only about 68 per cent of the observations to lie within one standard deviation 
of the mean — or between 56.48 and $10.40). Thirty-eight commercial centres 
had an average per diem cost of $7.67, with a standard deviation of $1.15. 
Overall, the seventy-eight centres had an average per diem cost of $8.06 and a 
standard deviation of $1.78. 

The differences in costs among centres can be explained in a number of 
different ways. In considering whether the increased use of private centres for 
subsidized children would reduce public expenditure, it is most interesting to 
note that the variation on costs seems to be related to the fraction of children in 
a centre receiving public subsidy. The municipality contracts with each centre to 
support certain children in the centre with full or partial subsidy. For centres 
with a higher fraction of subsidized children, per diem costs appear to be higher. 
To test this, a simple regression was run with one independent variable — the 
percentage of subsidized children in the centre (or PCS) — and one dependent 
variable — the per diem cost in the centre (or CPD). The regression was run 
separately on non-profit and commercial centres, and then on all centres to- 
gether. The results of the various runs are shown in Table 18. 

In general, there was a significant relationship between the two variables. The 
R? statistic was between 0.22 and 0.27 for all runs, which means that about 
one-quarter of the variation in per diem costs can be ‘explained’ by variations in 


10 In calculating the per diem costs, the municipalities do not allow for the cost of staff 
who exceed the minimum provincial staff-to-child ratios, nor, for example, is the cost 
of social work counselling accepted. 
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the percentage of children. In all cases, the coefficient on PCS was significant at 
the 0.1 per cent level. For non-profit centres alone, a rise of ten percentage 
points in the percentage of children subsidized (as from 40 per cent subsidized 
to 50 per cent subsidized) would raise the per diem by an average of 36¢ (35¢ if 
the three co-operative centres are deleted). For commercial centres alone, a rise 
of ten percentage points in the percentage of children subsidized would raise the 
per diem cost by an average of 28¢. 

The reader is urged to interpret these results with great care. The immediate 
conclusion that springs to mind is that economists who warn about the ineffi- 
ciency of government vis-a-vis the market are right. Non-profit centres are run by 
individuals who usually are deeply committed to the concept of high quality day 
care. The fewer children in the centre whose parents must pay full fee, the more 
standards can be raised (more expensive equipment, more highly trained and 
higher paid staff, etc.) without eroding the clientele (as costs rise, parents leave 
the centre and make other arrangements). In commercial centres, this ten- 
dency is more limited. Profit rates are restricted to 10 per cent of costs, but 
many centre operators are genuinely committed to quality. Furthermore, profits 
can be disguised as allowed costs (for example, rent on a building owned by the 
centre operator, or the operator’s salary, since in many centres the owner may 
also be the supervisor). In any case, the absence of ‘market discipline’ when the 
government subsidizes most children removes the need for the operator to con- 
trol costs, quite aside from quality and profit. 

There are, however, several other possible explanations of the relationship 
between costs and the percentage of subsidized children. First, labour costs are a 
major component of day care costs, yet the workers are generally poorly paid. 
Part of the reason is the reluctance of many day care workers to demand high 
wages when those costs must be passed on directly to the parent in higher fees. 
Day care workers are often persons committed to the concept of day care 
and sympathetic to the working mother. And on a more pragmatic level, day 
care is already costly, and higher wages and fees would likely drive many day 
care users to employ alternate arrangements, and might well close some centres. 
But when the public treasury bears much of the cost, these concerns are mini- 
mized, and labour tends to be more insistent on its wage demands. 

Second, many of the individuals working for the municipalities, who choose 
the centres with which purchase agreements are concluded, are themselves com- 
mitted to quality day care. They naturally choose the best centres, being particu- 
larly careful where the number of subsidized children is high. Once the centres 
are chosen, the municipality naturally aids the centre to improve its program, 
once again concentrating on the centres with the most subsidized children. In 
fact Metro Toronto was actively engaged in encouraging the private centres, with 
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which they entered into agreements, to upgrade standards of care. This process 
has been halted by provincial spending ceilings."’ 

Finally, it may well be that a higher proportion of subsidized children raises 
the per child costs necessary to ensure an adequate program. Subsidized children 
are from poorer homes, many from single-parent families, and some from 
multiple-problem families. One must remember that subsidized day care serves 
not only working mothers, but also families in which parents are alcoholic or 
otherwise mentally ill, where children are in day care because it is the healthiest 
situation possible. To serve these children, especially in a centre where they are 
concentrated, may well involve higher costs. 

The statistical analysis in Table 18 is also flawed by the fact that data are 
available only for centres that have at least some subsidized children, that is, 
centres that deal with the Department of Social Services. The majority of centres 
do not sell spaces to the city, and hence are not in the sample. 

It should not be surprising that only about one-quarter of the variation in the 
per diem costs can be explained by variations in the proportion of subsidized 
children. Many other factors explain the different costs in different centres. 
There is a high variation in the value of services provided free or at reduced cost 
to the different centres. These include low rental arrangements in public or 
semi-public buildings, donated toys and other supplies, labour at below market 
wages (especially in religiously oriented centres), volunteer labour, etc. For 
example, five non-profit centres had per diem costs under $6.00. All five appear 
to be religiously oriented, and thus may be the beneficiaries of low-wage workers 
from religious orders. The variation in rent is also striking. Among non-profit 
centres, about 20 per cent had virtually no accommodation costs, while another 
30 per cent had accommodation costs of over 10 per cent of their total budget.’” 

In addition, in a rapidly growing sector like day care, there is apt to be 
significant variation in the ages of the various centres. Centres started in the last 
several years have staff that have not (by definition) been with the centre for 
long, relative to the staff of older centres. The newer staff is generally paid less, 
if only because there is little time to have accumulated increases for merit, 
experience, etc. 

Figures on private centres in Ottawa undertaking purchase of service agree- 
ments with the municipality reinforce the conclusion reached about Toronto 
centres. Although there are too few centres to run extensive regressions, as in the 


11 Conversations with the Department of Social Services, Metropolitan Toronto. 

12 Examining the percentage of a centre’s costs that went to cover the building (or 
accommodations), I found for non-profit centres a mean of 6.6 and a standard deviation 
OF 5226. 
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case of Toronto, per diem costs vary widely and are correlated with the propor- 
tion of children in a centre who are subsidized. 

In summary, one might expect that a major shift of subsidized children from 
public to private centres would not save anywhere near the amount of money 
suggested by the current differences between average per diem costs in the two 
kinds of centres. As more children in private centres are subsidized, costs inevi- 
tably begin to rise. 

One can also suggest that current per diem costs are an inaccurate guide to 
day care costs in the future, if a major expansion in public day care subsidies is 
contemplated. Increased public involvement is likely to speed unionization of 
day care workers and raise their wages significantly. In fact, the highest paid day 
care workers are in the municipal centres, unionized in the Union of Public 
Employees (CUPE), although even they still lag behind comparable public 
sectors. Furthermore, low wages are due in part to the youth and hence disorga- 
nization of the industry. The expansion and stability brought on by massive 
public subsidy would lead inevitably to higher wages and costs. Obviously, wages 
would have to rise to attract new workers into the sector if major expansion 
occurs. 

Even without expansion of public subsidies, the cost of day care may be 
expected to rise somewhat faster than the general rate of inflation in years to 
come. This is because day care is so labour intensive, and wages tend to rise 
faster than prices.'* Costs would remain stable only if productivity gains could 
compensate for higher wages. But productivity gains would imply that one adult 
is somehow able to care for more children. The ‘care’ in day care is a very 
personal relationship between the care-giver and the children for whom he or she 
is responsible. More children per adult would seem inevitably to erode this 
relationship. In this sense, day care is one of those commodities that must rise in 
price over time. Baumol suggests that activities may be roughly divided into two 
classes: those in which labour is an instrument in attaining the final product, and 
in which rapid productivity increases can occur; and those in which labour is for 
practical purposes the end product itself, and in which productivity increases 
come slowly if at all (Baumol, 1967, 415-17). Day care would seem clearly to lie 
in the second class. 

This is not to suggest that publically supported day care should not expand. 
It is, however, suggested that expansion in the future is likely to involve per 
diem costs significantly above those in existence today. 


13 Between 1964 and 1975, prices rose by approximately 77 per cent, while average 
hourly earnings in manufacturing rose by approximately 151 per cent. Source: Bank of 
Canada Review, December 1975, Table 61, ‘Consumer price index’ and Table 62, 
‘Other prices and costs.’ 
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INCREASES IN CHILD-STAFF RATIOS AND THE QUALITY OF CARE 


Most of the cost of day care is in salaries. The lower per diem costs in private 
centres compared to municipal centres are due largely to the lower wages of 
private day care centre workers, a condition one might expect to change if 
subsidized children were all transferred into private centres. As was suggested 
above, if wages continue to rise, costs can fall only if child-staff ratios increase, 
as suggested by Margaret Birch in 1974. Can one comment upon the impact on 
quality of child care were such a change to take place?“ 

The quality of day care is dependent upon many factors, not the least of 
which is the particular characteristics of the workers in a particular centre. But 
over the sector as a whole, it is clear that quality of care is highly correlated with 
the staff-child ratio. Staff cuts should not be viewed lightly. One study of day 
care quality and staff ratios was done in the United States in 1967 by the 
Department of Health, Education and Welfare (HEW). The cost of care was 
considered for two groups of children. The first group was comprised of pre- 
school children aged three to five years who were cared for in the centres for full 
days. The second group was composed of school children between the ages of six 
and fourteen years, cared for before and after school (U.S. Department of 
Health, Education, and Welfare, 1967). The costs and staff-to-child-ratios are 
summarized in Table 19. The qualities of care are defined in three ways: “mini- 
mum’ care is defined as ‘the level essential to maintain the health and safety of 
the child, but with relatively little attention to his developmental needs’; ‘accept- 
able’ care is defined as ‘to include a basic program of developmental activities as 
well as providing minimum custodial care’; and ‘desirable’ care is defined as ‘to 
include the full range of general and specialized developmental activities suitable 
to individualized development’ (HEW, 1975). 


14 In fact, some significant differences do exist already among child-staff ratios in Ontario 
day care centres, although the variations are nothing like the changes proposed by 
Margaret Birch. This occurs because of an ambiguity in the Day Nurseries Act. The 
Act specifies that one adult must be present for every eight children aged two to four 
years in a full-day program. Metro Toronto’s municipal centres interpret this to mean 
one adult for every eight children enrolled in the centre. With the predictable absentee- 
ism of 10 to 15 per cent each day, this means that the children present often receive 
more intensive care, with ratios averaging one adult for every 6.8-7.2 children present. 
But many private centres interpret the legislation as requiring one adult for every eight 
children in attendance on any given day, allowing the centres to over-enrol by some 
fraction of the anticipated number of absentees, so that there is closer to one adult for 
every eight children present on any given day. 
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TABLETS 


United States Department of Health, Education, and Welfare; Day care estimates: Annual 
cost per child and staff per child, 1967 


I Preschool children (3-5) in a ceritre for a full day 


Quality level 


Minimum Acceptable Desirable 
Annual cost per child $1245 $1862 $2320 
Staff per child 
(a) Classroom professional 20 aes 1/15 
(b) Classroom non-professional 20 2115 3/15 
(c) Social service professional iSO 1/100 1/100 
(d) Community, parent, health aides 0 1/100 2/100 
(e) Business and maintenance 2/100 3/100 3/100 
(f) Special resource personnel 1/300 1/100 2/100 
(g) Supervision 1/100 2/100 2/100 


II School age children — before and after school and summer care 


Quality level 


Minimum Acceptable-desirable* 
Annual cost per child $310 $653 
Staff per child 
A School year (3 hours per day) 
(a) Day care workers Wis) 1/15 
(b) Special resource personnel 0 1/45 
(c) Business 1/250 1/250 
(d) Supervision nf 25.0 2/250 
B Summer period (12 weeks) 
(a) Recreation supervisors OS 1/15 
(b) Special resource personnel 0 1/30 
(c) Business 1/250 1/250 
(d) Supervision 1/250 3/250 


SOURCE: United States Department of Health, Education, and Welfare (1967) 
*No differentiation in HEW tables between Acceptable and Desirable for school age 
children. 
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The HEW report went on to comment: 


Individual experts will differ as to the elements required for each level of qual- 
ity. Most experts feel that the disadvantages to children of a ‘minimum’ level 
program far outweigh the advantages of having the mother work. Some will feel 
that for children from ‘disadvantaged’ homes only the ‘desirable’ level is appro- 
priate. The figures shown represent a consensus among a number of experts of 
what would be required at each level of quality. (HEW, 1967) 


The HEW figures do not seem out of line with the costs derived by other Ameri- 
can studies, which may, of course, have been influenced by the HEW results. For 
example, Mary Rowe examined cost studies done by Abt Associates (1971) and 
Westinghouse (1970), and after correcting the numbers to standardize cost 
measurement, found that their cost estimates compared with those of HEW 
(Rowe, 1971). 

Comparing the standards of the Ontario centres with those set by HEW, it 
appears that the level of care in Metro Toronto centres is on a level with or at 
most only slightly above ‘minimum’ care. The Toronto centre for sixty pre- 
school children described in Table 17 had six grade 2 day care assistants, three 
grade 1 day care assistants, and one grade 2 supervisor. The ‘minimum’ centre 
described by HEW, serving sixty children, would have six classroom non- 
professionals, three classroom professionals, 0.4 of a social service professional, 
and 0.6 of a supervisor (the latter two tasks might be assumed to be taken care 
of by the one Ontario supervisor). In fairness, it should be noted that the HEW 
‘non-professionals’ are more poorly trained than the grade 2 day care assistant in 
Toronto. In addition, Toronto public day care centres must expend additional 
resources dealing with children from multi-problem families (families requiring 
day care for reasons other than the parents’ participation in the labour force — 
for example, families in which alcoholism or mental illness is a problem). 

The ‘acceptable’ HEW centre serving sixty children would have eight class- 
room non-professionals and four classroom professionals, along with 0.6 of a 
social service professional, 0.6 of a special resource person, and 1.2 supervisors. 
This would raise the staff-child ratio from 1:8 to approximately 1:5%. The 
reader might note that although more staff are hired, the day care ‘day’ is longer 
than eight hours, so that to maintain a given number of staff throughout the 
day, approximately 25 to 30 per cent additional staff must be hired. 

The ‘desirable’ HEW centre serving sixty children has twelve classroom non- 
professionals, four classroom professionals, 0.6 of a social service professional, 
1.2 special resource people, and 1.2 supervisors. This raises the staff-child ratio 
to approximately 1:4%4. 
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The cost of ‘minimum,’ ‘acceptable, and ‘desirable’ care in Ontario today can 
be estimated only by assuming some level for the salaries of the day care 
workers. Using the Metro Toronto salaries in municipal day care centres, assum- 
ing 10 per cent fringe benefits, and using the general rule of thumb that salaries 
for direct care-givers account for about three-quarters of the cost of care in 
‘minimum’ centres, ‘minimum’ care would cost about $2400 per year per child 
in 1975, just under the cost of care in Metro centres. ‘Acceptable’ care would 
then cost about $3500 per year per child, and ‘desirable’ care about $4300 per 
year per child. Using the lower salaries in private centres, the costs would be 
about 20 per cent less. 

One thing that does stand out in the HEW study is the relatively low cost of 
care for school age children, compared with the higher relative costs in Ontario. 
In the HEW study, the cost of ‘minimum’ care for the full year for school 
children ran about one-quarter the cost of ‘minimum’ care for older preschool 
children; in Ontario the ratio of costs is closer to two-thirds. One partial explana- 
tion is that the Ontario children are younger and require more care: the HEW 
figures are for care for children aged 6 to 14 years, while Ontario considers only 
care for children under 10 years old. The Ontario staff-to-child ratios for school 
children are much closer to what HEW would call desirable than to minimum 
care. Much of the difference, however, is explained by the fact that HEW was 
examining care that was very different from that currently provided to school 
age children in Ontario. In the US, most children eat their lunch at school. The 
day care program would provide children with care in their regular schools for 
about an hour before school and several hours after school (although, of course, 
during summers and school holidays, full-day supervision is required). The use of 
existing school facilities would cut rent to zero, reduce significantly many 
building- and facilities-related expenses (such as equipment, supplies, mainte- 
nance), and cut travel costs. In Ontario, on the other hand, school children are 
cared for in separate day care centres before and after school and during lunch. 
It will be argued later that institutional changes, both in work hours, and in the 
use of schools could significantly reduce the cost of providing quality day care 
to school age children. 

In examining the whole issue of quality, it must be pointed out that the HEW 
study represents the views on quality of only one group of experts. Clearly, 
many day care professionals might disagree with the statement that with the care 
provided by municipal day care, ‘the disadvantages to children far outweigh the 
advantages of having the mother work, to paraphrase the HEW conclusion (HEW, 
1967). Provincial Secretary Margaret Birch even felt justified in proposing a 50 
per cent increase in the number of 3- to 5-year-old children cared for in the cur- 
rent centres (changing the ratio from 1:8 to 1:12). The author, as an economist, 
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is not qualified to decide. The point that should be made, however, is that 
while day care in Ontario is indeed very expensive, it is not clear that costs can 
be cut without serious implications for the quality of the care provided. And 
truly high quality care might well be much more expensive. 


ALTERNATIVES TO DAY CARE: CAN PRIVATE HOME DAY CARE 
REDUCE PUBLIC EXPENDITURE? 


Day care, even in the lowest cost private centres, still costs far more than the 
arrangements made by the majority of parents who make alternative paid care 
arrangements for their children. In the absence of subsidy, few parents are 
willing to pay the cost of institutional day care, especially the even higher costs 
of municipal day care, as some municipalities have found when they have been 
forced to charge full cost to parents not in financial need. 

The 1973 Statistics Canada day care survey (discussed in Chapter 2) asked 
parents in Canada the amount they paid per week for child care. The results are 
summarized in Table 20, which includes only parents who actually paid for care. 
Only 13 per cent spent more than $26 per week on care, and most of those did 
not use day care. It is interesting to note that in fact the average cost of day care 
paid by parents in Canada was not much different from the cost of other kinds 
of care. This can be explained by the high rate of subsidy given to much of the 
day care purchased in Canada.'* It can also be noted that the most expensive care 
on average was in the parent’s own home. A number of explanations for this can 
occur. Care in the home might involve more children, including part-time casual 
supervision of school-aged children. In addition, the paid care-giver in the child’s 
home frequently has other tasks (house cleaning, laundry, preparing supper). 

Since babysitting arrangements cost less than the full cost of institutional day 
care, one attempt to lower public costs has been the introduction of supervised 
private-home day care. It is felt that reductions in costs of capital and adminis- 
tration can result in lower per diem costs. The evidence is not yet conclusive. In 
Ottawa, the per diem costs for private home care averaged about $8.65 for 
full-day care in 1975, not significantly less than the per diem in the day care 
centres (of course, depending upon the number of infants served, costs saved 
could be significant). In Toronto, much of the subsidized private home care is 
administered through voluntary agencies — out of a total of approximately 425 
children in subsidized private-home day care in January 1975, the Toronto 


15 There are also problems with the data. If a working parent had the child cared for at no 
cost by a relative, supplemented by nursery school (which is much less expensive than 
full-day day care), then this would be the cost entered as day care in Table 19. 
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Department of Social Services were responsible for only 50 (Metropolitan 
Toronto, 1975). For the children administered by the voluntary agencies, per 
diems charged to Metro Toronto ran about $8.00 in 1974 and almost $12.00 in 
1975 (Metropolitan Toronto, 1975).'® These figures may be somewhat mis- 
leading. The agencies frequently handle children ‘at risk’ who require additional 
assistance. The agencies also may be absorbing some expenses in their own 
budgets. And the $12.00 figure is an estimate (the 50 per cent increase in one 
year is unusual). 

One agency — Family Day Care Services — which administered a significant 
fraction of the private-home day care for the municipality, made available a 
breakdown of their costs.'’? The per diem cost for a preschool child in 1975 
amounted to just over $10.00, which compares well with the per diem cost in 
Metro Toronto municipal centres of $12.00 for children aged 2-4, and of substan- 
tially more than $12.00 for infants. The $10 cost is not, however, below the cost 
of day care in most private centres. 

Private-home day care does not appear to have realized the initial hopes that 
significant reductions might occur in the costs of administration. Almost six 
supervisory visits to a day care home each year, along with significant new 
recruitment of homes each year, have raised administration and supervision 
costs, to over one third of the total per diem cost. Moreover, the major saving in 
infant care (over the day care centre) is achieved by paying day care mothers no 
more for infants than for older preschoolers. This implicitly assumes that infants 
require no more care than older children. Yet the provincial regulations on 
staff-child ratios in day care centres require higher ratios for infants, which 
would seem to indicate that infants do need more intensive supervision. 

In fact, the major saving in private-home day care is the lower salary paid to 
day care mothers relative to full-time employees in day nurseries. A day care 
mother caring for five preschool children over the age of three years in her home 
(the maximum number of children allowed under the law) would have received 
$31.50 per day in 1975, which is $7387.50 over a two-hundred and thirty- 
five day year. The mother receives no fringe benefits, no sick leave, and loses 
$31.50 every day she cannot work. She gets no paid vacation (other than the 
normal vacation days during which the parents of the children do not themselves 
work.) The mother works more than eight hours a day, and must also pay for 


16 In 1974, a total of $479,000 went to private agencies which provided care for 284 
children in January and 344 children by December. In 1975, an estimated $858,000 
went to the agencies, caring for 344 children in January (Metropolitan Toronto, 1975). 

17 Family Day Care Services (1974), and information obtained in an interview with Miss 
Sheila Tee, Director of Child Care Services, 8 August 1975. 
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food, supplies, equipment, maintenance, and any wear and tear on her home out 
of that total. Not surprisingly, the agencies advise many private-home day care 
mothers to deduct up to 90 per cent of their income as expenses on their income 
tax. Of course, mothers may care for less than five children, but their remunera- 
tion then drops accordingly. 

Compare this situation to the starting salary of a Metro Toronto public centre 
worker: $7500 per year, plus benefits, sick leave, paid vacation (2 weeks), and 
no ‘expenses.’ Once again we may expect the growing public involvement in 
private-home day care to lead to demands for an upgrading of ‘worker’ salaries 
to ‘reasonable’ levels (perhaps accompanied by the organization of day care 
mothers into a union or its equivalent). This would in turn effectively eliminate 
any cost advantages of private home day care over institutional day care centres. 

This last point may be seen by consulting again the HEW study cited earlier 
which also examined the costs of minimum, acceptable, and desirable family day 
care (private-home day care). Day care mothers caring for five children (four for 
acceptable and desirable care) were paid on a par with day care centre workers, 
and allowances were given for food, supplies, utilities, equipment, and so on. 
The costs of the three qualities of care were $1423 for minimum, $2032 for 
acceptable, and $2372 for desirable family care (HEW, 1967). In each case, 
family day care cost more than care in a day care centre: 14 per cent more for 
‘minimum’ care, a smaller percentage more for higher quality care. 

Why then is babysitting in the free market so much cheaper than day care? 
This, after all, is the main reason that private-home day care looked initially like 
an economical alternative. The very informality of the babysitting sector keeps 
costs down by avoiding any interference with low wages by unions, minimum 
wages, and requirements for paid vacations, sick leave, and so on. And of no 
small importance, the informality allows for some tax evasion by the care-giver 
by providing for at least some payments in cash. Howcver, the unsupervised 
nature of these arrangements, which is what keeps down costs, is exactly what 
raises the most serious questions about the quality of care and the safety of the 
child, an issue to which we return in a later chapter. 

The cost advantages of private-home day care would seem to be theoretically 
non-existent under current law. Any gains from reducing administration and 
capital costs would be outweighed by the lower number of preschoolers that 
may be cared for by one adult (five in the private home as against eight in the 
centre), unless salaries were much lower in private-home day care than in the 
centres. Since day care is a labour-intensive industry, with limited opportunities 
for true productivity gains, savings can only be achieved in the cost per child by 
lowering the staff-child ratio or lowering the wages paid to day care workers. 
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There is unfortunately no ‘free lunch’ (that is, no way to cut per diem costs 
without hurting someone). 


SUMMARY 


In municipal day care centres in which most children are subsidized, day care in 
1975 for a child aged two to four years cost about $2500. Day care in many 
private centres ran about $1800 during the same period, but one can be sceptical 
as to whether money can be saved in the long run by a transfer of subsidized 
children from municipal to private facilities. It appears that per diem costs rise 
when there are more subsidized children in a centre. In some ways this is to be 
expected. Costs are higher in public centres mainly because salaries are higher, 
since day care is labour intensive, and salaries are higher because public day care 
workers are unionized and because the government can pay higher wages, while 
unsubsidized parents (through their day care fees) will not. The problem is not 
necessarily eliminated by moving all subsidized children into private centres. 

The same problem emerges in the use of supervised private-home day care to 
save costs. Day care mothers are as likely to unite to demand higher fees from 
the government as are workers in day care centres. Already the per diem costs in 
private-home day care do not represent a substantial saving. 

Proposals to reduce staff-to-child ratios would save costs, but the implications 
for quality are substantial. Already provincial centres would be judged as only 
‘minimum’ by at least one US study. 


4 


Optimal subsidies to day care: 
a theoretical approach 


INTRODUCTION 


As the previous chapters have shown, the recent growth in the number of day 
care centres has been induced at least partially by public subsidies. The high cost 
of a day care space raises the obvious issue of whether these subsidies represent 
the most efficient use of public funds. At the same time, of course, a number of 
people argue that day care subsidies must be much more extensive to be effec- 
tive. Many recent discussions of the demand for day care begin by listing the 
total number of children under age six with working mothers (or who might, in 
the future, have working mothers).' The Canadian Council on Social Develop- 
ment (1972, iii) defines ‘potential demand’ for day care as ‘demand for the 
service from people who, given changed financial or social circumstances, or if a 
different type of service were available, might express a demand for the service.’ 
The Report of the Royal Commission on the Status of Women in 1971 (cited in 
the Canadian Council on Social Development, 1972) estimates a need for 
450,000 day care slots in the years to come. This assumes that all children of 
working mothers should be in day care centres, which, given the cost of day 
care, assumes extensive subsidies to the centres. 

The debate is further complicated by the fact that the advocates of increased 
subsidy form a coalition of diverse interests, with component subgroups supporting 


1 See, for example, Hepworth (1975), p. 13. There are many less formal studies which 
take the same approach, for example, the Social Planning and Research Council of 
Hamilton and District (1971). 
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very different goals and types of programs. Women’s rights supporters argue 
that children are mainly the responsibility of the general public and not of the 
individual parent, and that free universal day care is essential for the emancipa- 
tion of individual women. Believers in early education argue that the early years 
of a child’s life are crucial, that high quality day care is essential to the develop- 
ment of most children whose mothers work and is beneficial to many children 
now cared for at home by their mothers. Welfare administrators concerned 
about rising costs suggest that day care might save the government money by 
assisting welfare mothers to work. 

It is clear that the decision to expand day care subsidies is more than just an 
issue of economic efficiency. The subsidies represent a significant redistribution 
of income in society, from taxpayers in general to families with young children. 
If all families have the same number of children, to some extent this just spreads 
out over time the costs of children — parents receive subsidies when children are 
young, and when their children grow older, parents pay for the subsidies to the 
children of other parents. But since taxes rise with income, and not all adults 
have children, and since many times the subsidies go only to families in 
particular income classes, the distributional impact of the program cannot be 
dismissed so easily. This redistribution of income, implicit in most day care 
proposals, is partially what makes day care a highly ideological issue. 

While this report will not ignore the redistributive aspects of day care, the 
primary concern will be the design of programs that best use the resources 
available to assist both the poor and children in general. Is public day care 
necessarily the best way to assist disadvantaged children and their families? 
Could these same monies be used more efficiently to help the poor? Do day care 
subsidies meet industrial needs for female workers? (or, conversely, can the 
labour market absorb the potential entrants)? How should subsidies best be 
directed in order to reach the families most in need without resulting in perverse 
behaviour by the people in question? 

We can state this last point in terms of economic efficiency and equity. It 
would be inefficient to induce all women to use day care for their children and 
enter the labour force, independent of the woman’s productivity and the costs 
of day care for the woman’s children. It would be inefficient to structure pro- 
grams to assist children so that women must work in order that their children 
might participate. It would be inequitable to penalize the children of low income 
women who do not work. It would be inequitable to direct high quality day care 
to poor families and leave the children of the near-poor in inadequate care. It 


2 Work is ongoing on this point by Eilene McIntyre, in her doctoral thesis for the Univer- 
sity of Toronto School of Social Work. 
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would be inefficient to transfer all children of currently working parents into 
high-quality high-cost day care when many of those children are presently cared 
for at much lower cost and with equal care and affection in informal 
arrangements. 

In this chapter, the theoretical justifications for day care subsidies are 
examined. For analysis, these justifications are divided into two classes. In the 
first class are all arguments that day care subsidies are an efficient way to 
increase the well-being of families, where that well-being is measured by the 
adults in the family (henceforth for ‘well-being’ the micro-economic term ‘utility’ 
will be used). In this class of arguments, subsidized day care enables parents 
more easily to work (increasing family income). Children may also be better off 
under the subsidy, and this in turn increases family utility, since parents are 
interested in the well-being of their children. But children are seen as the con- 
cern primarily of parents. If children are not well off, then in this view of the 
world the problem is that their parents are also not well off. 

The second class of arguments includes all those that treat children quite 
apart from their parents as a clientele for services. This can occur only by 
assuming that the government values the utility of children more than do the 
parents of the children. For, if the government values children as much as do the 
children’s parents, then parents will transfer exactly the same resources as would 
the government, and the government might just as well transfer resources to the 
family as to the children themselves. In this case the government may wish to 
transfer resources directly to children to make them better off than their parents 
may intend. 

The division is arbitrary, since many arguments for day care subsidies aim at 
both helping parents and enriching the lives of children. But the division allows 
some strong conclusions. Insofar as the aim of policy is to help families, it will 
be shown that only limited subsidies to day care are justified. This generally 
means a maximum of deductibility from earned income before taxes are assessed 
or welfare payments computed. Insofar as the aim is to help children, further 
subsidies can be justified, but only if those subsidies reach all children in the 
target population — a position that will imply subsidies to more than day care 
alone. 

The chapter begins by considering day care subsidies when the goal is to help 
families. A detailed mathematical model to prove some of the points in this 
Section is developed in the Appendix. Then the discussion turns to an examina- 
tion of child care subsidies to reach children as a separate concern of policy. 
Some other motives for subsidizing day care are touched on briefly, while the 
final section summarizes some of the conclusions of this chapter. Particular 
programs will be considered in Chapter 5. 
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DAY CARE-LO HELP FAMILIES 


(a) General arguments 

Consider first the arguments that day care is an efficient way to assist families 
with young children. It may be argued that the presence of young children has a 
severe financial impact on the family. If the children are cared for at home, the 
family must do without the earnings of the mother (or the adult who cares for 
the children) during a period when expenditures are apt to be higher than 
normal. This is an even more serious problem in a single-parent family. But even 
if public policy deems assistance to the family to be necessary, one must ask if 
that assistance should take the form of a subsidy to day care. 

It is relatively straightforward for the economist to show that in the absence 
of other distortions, a transfer of dollars is always superior to a transfer of the 
equivalent resources ‘in kind’ (that is, a transfer of goods directly to the family). 
Given $2400 in cash instead of $2400 worth of day care, the family is free to 
purchase the same day care. Thus, if the family chooses an alternative use for the 
$2400, the family is clearly better off. Since the government pays out the same 
money (in this case, $2400), it should also prefer the cash transfer, since it 
increases the family’s utility. 

This simplistic argument is not applicable simply because ‘other distortions’ 
are not generally absent. In the case of day care, the most important ‘other 
distortion’ is the tax on earned income. If the family above takes the $2400 in 
day care, the mother will work and pay taxes on her earnings; if the family takes 
$2400 in cash and purchases other goods, the mother frequently will not work 
and will not pay taxes. The government — and other taxpayers — do not 
consider these two alternatives to be equally desirable. It may be argued that in 
many cases the $2400 in day care will increase tax revenues by more than 
$2400, saving the government money. 

This last point is especially true for families on welfare who face a high (in 
fact, close to confiscatory) marginal tax back rate on earnings,° since their bene- 
fits fall rapidly as earned income rises. Thus, day care is seen as an efficient way 
to save welfare dollars, as the following editorial in The Toronto Star would suggest: 


3 The tax back rate on the welfare recipient measures the reduction in government bene- 
fits when earnings rise. Thus if the tax back rate (also called the benefit reduction rate) 
is 75 per cent, a one dollar increase in earnings decreases benefits by seventy-five cents, 
and the wage earner gains only twenty-five cents for every dollar earned. The tax back 
rate functions for the welfare recipient much as the marginal tax rate does for the 
income earner not on welfare. Later on, the term ‘tax rate’ in the model will be used 
to refer to the tax back rate on families receiving benefits as well as to the normal tax 
rate on taxpayers. 
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Day care, on which Queen’s Park was dragging its feet even before austerity set 
in, is another service Metro is considering cutting back. It’s hard to see that there 
will be economy here. Mothers who can’t work if they can’t find day care for 
their children will end up on welfare — and that could cost the taxpayers more 
than providing day care.* 


To see this clearly, a numerical example will be useful. Imagine a single-parent 
family that receives $4000 annually on welfare. When the parent works, this 
payment is reduced by three-quarters of the amount earned over $1200. Thus, 
yearly earnings of $4800 would reduce welfare payments from $4000 to $1300, 
a reduction of $2700 (three-quarters of $3600). The family has one preschool 
child whose day care would cost $2400. Suppose, first, that day care is not 
subsidized. If the parent can earn $6000 a year, work looks unattractive. When 
the parent works, welfare falls to $400 (the reduction of 75 per cent of $4800), 
and disposable income, after paying for day care, is $4000. The parent will stay 
at home and collect $4000 welfare. 

In this case, subsidized day care would seem to make obvious sense. The 
parent would receive free day care, would work, and would have a disposable 
income of $6400 ($6000 plus $400 in welfare), a gain to the family of $2400 
over welfare. The government would pay out $2400 for day care and $400 for 
welfare, a gain of $1200 over the situation in which the family receives full 
welfare. 

However, while this example demonstrates that day care subsidies may in 
many cases be superior to no subsidy at all, it does not demonstrate that day 
care subsidies are the best of all policy alternatives. Consider, for example, the 
alternative policy for this family of simply reducing from 75 to 25 per cent the 
marginal tax rate (or, in this case, the benefit reduction rate or tax back rate) on 
earnings over $1200, leaving day care unsubsidized. If the parent works, welfare 
benefits now fall by only $1200 (25 per cent of $4800), and disposable income, 
after paying for day care, is again $6400 and the total cost to the government is 
again $2800. One reason the two policies appear so alike is that a subsidy to day 
care functions very much like a wage subsidy, the parents net wage from work- 
ing being simply total earnings minus taxes (or reductions in benefits) minus 
payments for day care. 

Subsidizing day care increases the net wage, and so exactly does reducing 
taxes (or reducing the amount by which benefits are cut when income is earned). 
But the day care subsidy involves other inefficiencies not present in the tax 


4 The Toronto Star, Editorial, ‘Metro Budget, Taking Food from the Poor,’ Saturday, 
10 January 1976, p. B2. 
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reduction. First of all, the day care subsidy can apply to families where day care 
is clearly inefficient. Consider a family in which there are three preschoolers 
aged one, three, and four years. Day care in a Metro Toronto municipal centre 
for all three children would cost upwards of $10,000. If the mother can earn 
only $6000 when she works, it is hard to argue that day care represents an 
efficient use of public funds, yet subsidized day care would make work an 
attractive proposition. A reduction of the marginal tax rate, even to zero, would 
not induce this mother to work. 

Secondly, subsidizing day care itself implies that this is the most desirable 
way to care for children when their parents work. But it is clear that most 
parents who now work and who are not subsidized do not choose day care. 
These families prefer care given by a relative or friend and, if this is not possible, 
favour paid babysitting. A subsidy for the use of high-cost day care may induce 
many parents to use day care over a lower cost, reliable alternative. Suppose, for 
example, a parent has available babysitting in the home of a trusted friend, and 
both agree that $25 per week would represent a fair price. If subsidized free day 
care is offered to the family, most families would choose to use it, at a cost to 
the public of far more than $25 per week. 

It has been shown that although subsidizing day care is often desirable, given 
a high tax on earnings, it is frequently more efficient simply to lower that tax 
rate. It has not been shown that all subsidies to day care are inefficient. A 
subsidy to day care can induce parents to use better day care, and this, in turn, 
may make work more attractive and increase tax revenues. The argument is 
somewhat complicated and is developed in the next section. 


(b) The optimal day care subsidy: an economic exercise 

Partial subsidies to day care need not face the inefficiencies mentioned earlier in 
this section. Suppose, for example, that expenditures on child care are made 
deductible from earned income before any taxes are assessed and before any 
reduction in welfare benefits is computed. If child care expenses exceeded the 
parent’s earnings, then the parent would receive no immediate financial gain by 
working, avoiding the first inefficiency discussed above. And since all child care 
expenses are deductible, no special incentive exists to use higher-cost day care 
over lower-cost, reliable care arrangements. 

But why would such an arrangement be superior to reducing the tax rate on 
earnings? The answer requires a fairly sophisticated economic model developed 
in the Appendix. The model assumes that each household maximizes some 
utility function which depends upon the household’s enjoyment of both adult 
activities and the raising of children. Both adult activities and child-raising re- 
quire not only goods and services purchased in the marketplace, but also time to 
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use and enjoy these goods and services. The model assumes that the adults in the 
household may divide their time among three choices: they may sell some time 
in the marketplace to acquire money to purchase goods and services both for 
themselves and for their children (of course, any other monies possessed by the 
household are used the same way); they may use some time in child-raising; they 
may use some time to employ and enjoy the goods and services purchased for 
their own use. Given the prices of time (that is, the after tax wage rate) and of 
the goods and services used for themselves and for their children, the household 
will be able to determine the most efficient pattern of work in and out of the 
household. 

The demand for day care emerges from the model as part of the demand for 
goods and services for children. As more time is sold in the marketplace — that 
is, as the parent works in the labour force — less time is available for child care, 
and the parent naturally replaces that time with services purchased in the 
marketplace — that is, some kind of extra-family day care. The model asks under 
what circumstances increasing the rate of subsidy to day care will be more 
efficient than simply reducing the tax rate on earnings. 

To answer this question, a tax rate on earnings and a subsidy rate towards the 
purchase of ‘children’s goods’ are introduced into the model. As the subsidy rate 
is increased, the tax rate is also raised so as to leave unchanged the utility of the 
family. The optimal combination of a tax rate on earnings and a subsidy to day 
care will be the one that maximizes the well-being of the government; that is, 
that maximizes net tax revenues from the family (the difference between tax 
revenues from the tax on earned income and government expenditures towards 
the purchase of day care). 

The reader interested in theory is referred to the Appendix at the end of this 
chapter. For the more policy-oriented reader, the strong conclusion of the model 
may be fairly easily stated. Economists have long understood that different 
goods might optimally be taxed at different rates. Under certain assumptions, 
some subsidy to the purchase of child care can be justified. But that subsidy 
should be for only a fraction of the expense of child care, that fraction not to 
exceed the tax rate on earnings. More simply expressed, the maximum subsidy 
to child care that can be justified in order to assist a family is the deductibility 
from earnings of child care expenses (as discussed above). 


(c) Day care as investment in women 

It may be instructive to apply the theory that has been developed so far to an 
argument frequently made for subsidized day care. If women with children are 
absent from the work force during the children’s younger years, then the 
mothers lose their skills, and re-enter the labour force at an older age, competing 
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with younger workers, and having missed opportunities for promotion. This 
increases well above the current wage rate the value to the family of having the 
parent work when children are young and explains in part why, in fact, many 
young parents do work when the net take-home pay, after deducting taxes, work 
expenses, day care, transportation, extra clothes, and the loss of home 
production, is very low — or even negative. To illustrate this, consider the loss of 
income in present value terms when the parent remains out of the work force for 
one year. (We may assume the decision to work must be made anew each year.) 
Suppose that real wages rise by the fraction a (100a per cent) for each year that 
an individual is in the labour force, but that an individual’s real wage declines by 
the fraction b for each year the individual stays out of the labour force. If the 
wage in the initial year is w, and the discount rate of future real income is 7, and 
we assume forty more years in the labour force, then the loss in real present 
value caused by the parent not working for this year is 


a atb 1 +a\40 
Loss = Wy t+ al -(=) | 


Assume r= 0.05 and a=0.03, then the real loss in not working is above this 
year’s wage by 107 per cent if b=0.01, and by 134 per cent if b=0.02. The 
reader may work out the loss for other values of r, a, and b. 

It might be argued that for many low income families wage rate increases due 
to experience are low, as is any decay in skills and employability. This would 
make a and b close to zero and reduce the loss to the current year’s wage. But 
whether the loss is large or small, the benefits of continuous work in the labour 
force all accrue to the parent. The term w employed in the model in the 
Appendix could be inflated to account for these benefits, and the model could 
still not argue for subsidies to day care beyond tax deductibility. 

In fact, the problem might be expressed in terms of a failure in capital 
markets. In a perfect world, mothers could finance today’s day care by borrow- 
ing against tomorrow’s higher income. Since this is impossible, long-term govern- 
ment loans would be the theoretical solution. A practical solution is not to 
subsidize high cost day care, but to lower drastically the tax rate faced by 
parents with young children (perhaps even to the point of paying wage sub- 
sidies), financed (if, in fact, it loses revenue) by higher taxes on parents in later 
years. 

Although the argument is stated in economic terms, the same results apply 
when the argument is phrased in more psychological terms: it can be argued that 
removing a parent from the work force and placing the parent on welfare when 
children are young destroys the individual’s connection to work as a way of life. 
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When children grow older, the individual no longer feels able to work, and 
remains on welfare forever. In the model above, the individual would perceive b, 
the decay in work skills, to be larger than it really is. Even if this were true — it 
is, after all, an empirical question — the answer would be lower tax rates on 
parents with young children, not subsidies to day care. 


(d) A summing-up 

This report is not hostile to the particular problems faced by families with young 
children. At a time when finances are low, the greatest demands are placed on 
the resources of the family, including the parents’ time. But whatever role public 
policy chooses to play, the maximum subsidy to day care itself is deductibility. 
Even if the government were to assume full financial responsibility for children 
(as proposed by some groups), universal free day care would represent an inef- 
ficient use of resources. Far superior would be a combination of cash transfers to 
the family and a reduction of marginal tax rates on the parents’ earnings. 


DAV@C ARE TOCHEEP CHILDREN 


It has been established that deductibility is the maximum subsidy that should be 
provided to day care, under the assumption that the goal of public policy is the 
maximization of family (parental) utility. Of course, public policy also views 
children as a separate clientele from their parents. Seen as individuals, rather 
than as inputs into their parents’ utility function, children might be felt to be 
deserving of a level of well-being above that decided upon by their parents. This 
is not a new suggestion. Child welfare laws have generally intervened when 
alcoholism, mental illness, family breakup, drug addiction, or accident have 
endangered children’s well-being. And, of course, health legislation (immuniza- 
tion, dental care) and educational requirements intervene in more prevalent but 
less exceptional circumstances. It would not be an enormous leap to suggest 
special attention to the developmental needs of preschool children. 

A number of justifications might be offered for treating children as separate 
from their parents. It may be argued, for example, that expenditures on children 
involve significant externalities.° This is an argument frequently made to justify 
public education. ‘Properly’ brought up children benefit not only their own 
parents but everyone else in society. Parents considering only their own children 
will tend to under-spend on education and development, imposing costs on the 
rest of society. Children who grow up uneducated and uncared for require 


5 An externality occurs when consumption by one individual affects the well-being of 
other consumers. 
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significant public expenditures on welfare and crime prevention, thus reducing 
the general quality of life for all citizens. Public policy, aware of these 
externalities, might seek to influence families to divert more of their resources 
towards children than those families might otherwise tend to do (the suggestion 
that they were not sufficiently concerned about their children would most likely 
horrify many parents). Since it is impossible to identify and subsidize the time 
parents spend with children, governments subsidize the purchase of goods 
directed towards children. 

This argument may be put another way. The inadequately cared for children 
themselves might prefer more resources devoted to their care. But, of course, 
preschool children can not borrow against future earnings to finance their own 
day care, nor can their parents pledge the future income of the children against 
current loans to finance child education. This would argue for subsidies to child 
care, but not necessarily to the children of poor working parents only. In fact, 
this argument is often put in terms of investing in the future of society. Dollars 
spent on children may return many times the initial investment in terms of 
developing more productive, healthier adults in the future. 

Of course, adults now in a situation of poverty are a concern for society. But 
public policy might wish to limit its support for poor adults, feeling that the 
desire to redistribute income must be tempered by the need to retain suitable 
incentives for self-betterment. At the same time, valuing equal opportunity in 
society dictates a somewhat greater concern for directing public monies towards 
the children of the poor. This is already one justification for the expenditure of 
public funds on education. The possibilities of effective intervention when 
children are even younger make additional expenditures a possibility. 

In this sense, child care subsidies may be seen as a social insurance scheme 
into which children are imagined to enter before they are born. Unsure of the 
status or resources of their parents, these children want to protect themselves 
against ending up in too disadvantageous a situation. 

Even if it is decided that public policy would favour increasing the utility of 
young children beyond that planned by their families, there is some debate over 
whether or not this is possible. In the United States, this debate centred on the 
evaluations of Headstart, a short-run early education program designed to give 
better preparation to poor children for participation in public school. The 
original evaluation of Head Start, undertaken by the Westinghouse Learning 
Corporation and Ohio University, branded Head Start a failure (see Cicirelli et 
al., 1969). Although the report found some initial improvement in the per- 
formance of the Head Start children when compared with that of a control 
group, the improvement died out as the children progressed through school. 
Several years after public school began, no significant difference was found 
between the performance of Head Start children and those in control groups. 
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The evaluation evoked significant criticism (for a flavour of the debate, see 
Smith and Bissell, 1970; Cicirelli, Evans, and Schiller, 1970; Light and Smith, 
1970). Besides some criticism of the methodology and statistical techniques of 
the Westinghouse-Ohio study, the critics argued that the interpretation given the 
results was misleading. Since the Head Start program frequently took place only 
the summer before children entered public school (although there were some 
full-year programs), and since the children had just returned to neighbourhood 
schools after Head Start, it is hardly surprising that many of its effects wore off 
after several years. In fact, the program could be viewed as a success. That Head 
Start had some impact in the first year of public school is significant, given the 
short duration of the program. The wearing off of the improvement should 
indicate not failure but the need for follow-up programs for the Head Start 
children in the summers following the later grades of school. 

Furthermore, critics argued, Head Start was an experimental program spread 
over the country, so that some of its programs would naturally be more success- 
ful than others. Lumping all the nation’s Head Start programs together, finding 
no significant overall long run impact, and rejecting the whole program, is 
missing the very important lessons that can be learned from the differences 
among the programs themselves. 

Discussions with day care professionals in Canada reveal that they are positive 
about the impact of day care on the future well-being of disadvantaged children.°® 
The economist cannot make that judgment. It is possible to assert that full-day 
day care may not be the most efficient way to use resources to reach children. 
Enriched day care for all children would be extremely expensive, and, moreover, 
implies that it is desirable to remove all children from their homes for eight to 
ten hours each day. Would a shorter enriched program be more efficient? 

If day care is not fully subsidized, then a program for children emphasizing 
partially subsidized day care would clearly miss most children, including children 
whose parents did not work — few non-working parents would absorb even a 
fraction of the cost of full-day, enriched day care — and children whose working 
parents chose low cost alternatives to day care. In Chapter 5 a voucher scheme 
will be proposed to reach all children in the target population. 


DAY CARE AS PATERNALISM 
A final set of motives for subsidizing day care would fall under the general 


category of paternalism. For one reason or another, the poor (or parents in 
general) are not acting as some feel they ‘should.’ Public policy is seen as a way 


6 For example, Howard Clifford, in an interview in Ottawa, 25 November LOTS 
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to impose certain behaviour patterns on these people. In one version of this 
argument, taxpayers prefer to give money to the poor in the form of day care in 
order to induce those on welfare to work, even though this may involve a greater 
level of public expenditure to achieve the same level of household utiiity of 
those on welfare. The argument is one of ‘donor’s preferences.’ Donor’s 
preferences argues that optimal policy ought to consider not only the welfare of 
the recipients of public monies, but also the preferences of taxpayers for the 
uses to which poor recipients put that money. The author, following Mishan, 
believes that this argument has no proper role in public policy.’ However, what- 
ever considerations the economist believes are important, it is clear that 
politicians are responsive to the wishes of taxpayers. As far as day care is 
concerned, these wishes are contradictory: on one side, there has been a desire 
to keep mothers at home with their children; on the other side, there has been a 
desire to put those on welfare to work. Shifts in the balance of these two views 
have had much to do with the making of day care policy. 

It can also be argued that some significant portion of the population do not 
know how to care for their children. It is not that parents desire less utility for 
children than would society (as suggested earlier), but rather that some parents 
do not know how to maximize that utility. Children would be better off in day 
care centres, cared for by experts. Again the economist can say little about this 
argument, except that it raises serious legal and ethical questions. 

Finally, a justification advanced for publically supported day care is the 
desire to change the basis for child raising from the nuclear family to the 
extended community. Since this is an attempt to induce voters to undertake 
politically what they could do individually (but do not), the liberal economist 
has little useful analysis to offer. 


CONCLUSION 


This chapter has attempted to prove several general propositions about child care 
subsidies. The first is that if subsidizing child care is seen as a way to help 


7 For part of the debate on donor’s preferences, see Hochman and Rogers, 1969; 
Musgrave, 1970; Goldfarb, 1970; and Mishan, 1972. Mishan argues that welfare eco- 
nomics ought to be based on ethics, and not accept externalities based either on bene- 
volence or malevolence as agenda for society. 

Even if one accepted donor’s preferences, there would seem little of value that the 
economist can say in discussing their application to public policy. Economics would 
seem most useful in identifying ways to be efficient. A conscious decision to sacrifice 
efficiency for other goals is clearly possible. The economist can do little but point out 
the costs of such actions. 
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families, then the maximum efficient subsidy is the deductibility of child care 
expenditures before taxes or welfare benefits are computed. If it is desirable to 
help the family further, a reduction in the tax rate (even below zero; that is, to 
the point of subsidizing the wage rate) is far superior to a day care subsidy. 

The second proposition is that further subsidies to child care can be justified 
by a desire to reach children as a separate concern of public policy. But, in this 
case, subsidies must be structured to reach all children in the target population. 
In particular, whether a child is assisted should not depend upon whether the 
parent chooses to work and arrange for institutional day care. 

The particular application of these principles will be attempted in Chapter S. 


APPENDIX: A MODEL OF HOUSEHOLD DECISION-MAKING AND THE 
OPTIMAL SUBSIDY TO DAY CARE 


The model developed in this appendix draws heavily on work from the author’s 
thesis (Krashinsky, 1973) and has been inspired by the work of Lancaster (1966, 
1966a) and Becker (1965). Both Lancaster and Becker suggest that important 
production occurs within the household. Lancaster argues that consumers 
combine in ‘activities’ goods that they purchase in order to produce ‘character- 
istics’ valued by the consumer. Shifts in the prices of goods affect not only the 
bundle of characteristics produced by the consumer, but also the way in which 
the goods are combined to produce these characteristics. 

Becker emphasizes in the activities, the use of time not committed to the 
labour market. Thus, households combine ‘time and market goods to produce 
more basic commodities that directly enter their utility functions’ (Becker, 
1965, 495). 

Two basic commodities enter the household utility function in the model 
used here. One is child care, designated C, the other is adult consumption, 
designated A. Each is produced using the non-market time of the adults in the 
household and the goods purchased in the marketplace, where the adults ex- 
change their time for dollars to buy the goods. For mathematical convenience, 
we omit the joint production of child care and household services from the 
model. However, C may be seen as encompassing both. Call 7, and 7¢, the time 
used directly to produce A and C respectively, and X,, and X_, the market goods 
used to produce A and C respectively (goods in each category are aggregated). 
Then, if U is the household’s utility function, the process may be described by 
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A= Oop (1) 
er OG) (2) 
U = UAC). (3) 


The parents may substitute between time and goods in producing either child 
care or adult consumption. In child care, for example, parents may choose to use 
much time and purchase only goods like food, clothing, furniture, etc., for the 
child. To reduce the time spent, parents may purchase goods like babysitting or 
day care in the marketplace. Although day care is highly labour intensive, it 
employs labour from outside the household. Thus from the point of view of the 
household, day care is a ‘good.’ 

The household will seek to maximize U(A,C) subject to the budget constraint 


PycXe + Py X= wT — le oO +S; (4) 


where Py and Py, are the prices paid by the household per unit of X, and x4 
respectively, P,. is the wage received per hour of time sold in the labour market, 
T is the total time available, and S is all other income (including government 
subsidy and any non-wage income). Assume that X,, Xo Ty, Tos and 
T—T, —T, are all non-negative and that P, is independent of the number of 
hours worked. This last assumption assumes away one imperfection in the labour 
market: the difficulty in finding part time work at a wage comparable to that for 
full time work. The price F, can still be quite low (or zero) if the worker cannot 
find a reasonable job. However, since there are usually two workers in a family, 
requiring one wage rate poses a problem. So long as the second parent works at 
all (so that there is an internal maximum), P should be the second parent’s wage 
rate, where by second parent one means the parent who is the primary provider 
of child care in the home. 

This report is interested in changes in family behaviour when subsidies and 
taxes are introduced into the model (in particular, a subsidy to day care will 
reduce Pyc). In general the changes may be divided analytically in two: a shift in 
the proportions of C and A consumed, and a shift in the input ratios of time-to- 
goods used to produce each commodity. To emphasize this division, a simplify- 
ing assumption is introduced. Both functions A and C are assumed to be linear 
homogeneous. In fact, the assumption of homogeneity is all that is needed for 
the analytical division discussed above. The assumption of degree one (linear 
homogeneity) is mathematically convenient, but does not limit the model in any 
way: since A and C are measured in rather arbitrary units and affect the 
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consumer only through U, any change in degree may be completely defused by a 
change in the structure of the utility function. 
The household production functions may now be written as: 


Heo pnp Zier) (5) 
8(Xo,To) = BX Qt); | (6) 
where 
X X fh, i 
Se: eee: ae oe! eC 
a ae = ae = ia > ee 


and of course then 
jae) Ae (7) 
Bier ea | (8) 


Given factor prices, the determination of x,,x,,¢,,and £ will be independent of 
the amounts of C and A consumed. 

To see this, note that the household is maximizing utility in equation (3), 
subject to the constraints in equations (4), (7), and (8). This is equivalent to 
maximizing the expression for L in equation (9): 


L = UA, t,),Ce@t)] + [1 —f&,t)] + B11 —s@ pt.) 


Bes (Pax Rt (Pex, tet Al, (9) 


where «, 8, and \ are Lagrangian multipliers. The conditions for maximization 
are expressed in equations (10) through (15) together with the constraints (4), 
(7), and (8). 


ao 0 
eae el ke =e Nie et = 1) (10) 
Ox, 04 Ox, Ox, 


Wh eee 0 
ee ia yp A+, (11) 
ae al, | inh 
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) OU 0% ae Be HG (12) 
se ee fe te 


BEC U DM CSF Ck anvererer, aa) 
a Ge CAC Mae 

sven ou £ 

a 7 aqh— MExake t Prt.) = 9, (14) 
aL au : 

ee NG ee bre) =) 0. (15) 


By eliminating «, B, and i, the constraints may be rearranged to show the 
independence of the goods and time ratios from the final levels of A and C. First 
combining equations (10) and (11), one can derive 


af/ox, Py, (16) 
aflat, Py 


This, combined with the constraint in equation (7), will solve to give x, and t. 
Similarly equations (12) and (13) yield 


0g /dx P 
§ Cas XE (17) 
dg/0t., Py 


which together with the constraint in equation (8) determine x > and t Now 
define P, and F. in equations (18) and (19). 


Py 3 Pyarg ‘s Prt (18) 
Fo = Pyox, + Prt. (19) 


As this problem is set up, x,, x, 4, and ¢, are constants dependent on the relative 
prices of time and goods, so that P, and /, are constants independent of the 
relative amounts of A and C consumed. Then equations (14) and (15) yield 


Optimal subsidies to day care 73 


oU/0A 


Py 
—— -—, (20) 
aU/aC ~ P., 


and the constraint in equation (4) may be rewritten as 


Gare Aa Ph tS, (21) 


Thus P, and may be seen as the ‘prices’ of A and C respectively. 

The maximization problem is now decomposed into two steps. The original 
prices Py Pros and Fr determine PE eens (Or and thus se and Fo. The derived 
prices P, and Fo are now used to choose A and C so as to maximize utility. 

Any sophisticated student of economics could demonstrate that in the 
absence of any distortions (for example, any other taxes or subsidies), a subsidy 
for the purchase of any particular commodity is generally economically 
inefficient. The subsidy is no better than, and usually much worse than a simple 
transfer of cash to the household in question. 

Of course, the world is not void of distortions. The most relevant distortion 
when discussing day care is the tax on earned income. It is frequently argued 
that a subsidy to day care, especially for mothers on welfare, will encourage the 
parent to work and not only make the family better off but assist the taxpayer 
by reducing government expenditures. The model developed above enables one 
to examine how large a subsidy can be justified by this argument. 

Begin by redefining the units in the production functions f and g so that one 
unit of Xo and one unit of Xx, each cost Py in the absence of any taxes and 
transfers. Now introduce a tax on earnings at the marginal rate 7 and a subsidy 
at the marginal rate s. to the purchase of X;, the goods used in the production 
of child care. This defines Py ,, Pyp, and FP, as Py, PY 5, sand aw ee) 
respectively, where w is the market wage rate for the household’s labour. The 
problem may now be defined as follows: what are the optimal values of T,,, and 
SSO as to maximimize revenue for the government, keeping the family’s utility 
at some predetermined value. An exactly equivalent problem would be to choose 
T,, and S. so as to maximize the household’s utility, keeping government revenue 
constant. If s. is positive, some subsidy for X_ 1s called for; if s, is negative, then 
X_, should be subsidized. 

The tax on earnings distorts the household’s choice between work in the 
home and work in the marketplace. Under certain circumstances, it may be 
useful to subsidize the purchase of one of the goods at the expense of raising the 
general tax rate on earnings. Seen another way, 7,, taxes time when it is trans- 
formed into X cand X,, but not when the time is used directly in the household 
production function. The subsidy s, introduces the possibility of taxing the 
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transformation of time into X, at a different rate than the transtormation of 
time into X,. This is now a problem in optimal taxation (see, for example, 
Diamond and Mirrlees, 1971). 

The problem becomes more tractable by replacing 7, and s, by sales taxes 7, 
and 7, on the goods X, and X. respectively. The problem remains exactly 
equivalent if one sets 


4 WwW 
es 
eae 
and 
a Sy 
eae 
7 


and if unearned income ($) is increased by a factor of (1 + 7_) — the reader may 
check this by confirming that the budget constraint in equation (4) remains 
unchanged if this transformation is undertaken (S, of course, includes any un- 
taxed transfer payments). The reader will note that T, = 7, implies no subsidy to 
either good combined with a proportional tax on earnings, while 7, > 7, implies a 
positive subsidy to X,, combined with a tax on earnings. 7, = 0 implies that X, 
ought to be subsidized at exactly the same rate as the tax on earned income. 
This last case might be set up by eliminating any direct subsidy, but making 
expenditures on X,, fully deductible from earned income before any tax is 
collected. It will be argued that this is the maximum subsidy to X; justified 
under this model. 

The problem may now be reset in terms of 7, and 7, as described above. This 
is done by redefining the prices, using the sales taxes, as 


Stem ol ty) (22) 
Big = Sari) (23) 
Eas Wy; (24) 


and the budget constraint may be written as 


[Py +7)x, + wtJC + [Py +7)x,+wtJA = wrt S. (25) 
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Assume that S’ is the constant transfer from the government to the family. Then 
the government revenue from the family, A, is 


eee Cot fe x A Su (26) 


Given the prices in equations (22), (23), and (24), the household will choose 
ti» X»> ts» X» A, and C so as to maximize utility. Given the constraint that this 
maximized utility should not fall below some predetermined U, the problem 
now becomes choosing 7, and 7, so as to maximize RK. 

A pair (7 T.) maximizes R if any change in taxes that keeps the household at 
the same level of utility cannot increase R. The first order condition for that 
constrained maximum may be stated verbally as follows: a pair (7) maximizes 


R if a change in 7, (7, adjusted to keep utility constant) does not increase R, or 


pealss = 0. 7) 
OT, CU 


Now, since dP, = dw = 0, it can be shown from equations (18), (23), and (24) 
that 


Wipers jax + wat + Pox da. (28) 


By totally differentiating the function f, and applying equation (16), one finds 
that 


P,(1 + 1,)dx, + wdt, = 0. (29) 
Therefore 

dP, = Pyx dr, (30) 
Similarly 

Peder jax + wdt, = 0, (31) 

Cie EP yx, (32) 


Total differentiating the equation U = U, one finds 


76 Day care and public policy in Ontario 


oU One 
5 Ac4 + FYasne Sh (33) 


From equations (20) and (33) can be derived 


P,dA + P-dC = 0. (34) 


Finally, totally differentiating equation (21) yields 
Ted Gein Ane Cal patel 0: (9) 


Substituting equations (30), (32), and (34) into equation (35) and solving, 
generates 


se x.C 
dtnis Seg (36) 
Qa 
These changes in 7, and 7, will leave utility unchanged, but will change 7, ¢, 
X» xX,» A, and C, all of which changes are required to solve equation (27). Begin 
by defining E and é, as the elasticities of substitution of goods for time in the. 
production functions f and g respectively, given the shift in relative factor prices. 


2: d(In x,/t,) (37) 
Cae dee Pays 
aa — a(n xt.) (38) 
d (In PyclFy) 
From (22), (23), and (24) one finds 
at 
d(In Py ,/Pp) = aa (39) 
a 
ak 
An PylP,) = i a ; (40) 
G 


Combining equations (37), (39), and (29) yields 
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ax, dr, we 

Pepe he oe (41) 
a 

2) a 

at Pe da EA 7, xc 

aa emia | Se ee 4? 

- ee Ps (42) 


Similarly , equations (38), (40), and (31) yield 


dx dt. wt 

Ba rc) - 
i ate: ( 
dt raat (hati )x 

Sa tor Pp (44) 
a ie T C 


Now define e, as the elasticity of substitution of commodity C for com- 
modity A given a change in the relative commodity prices (utility held constant). 


d(In C/A) 
eee ne PPN y (45) 


Substituting equations (30), (32), and (34) into equation (45), and applying the 
relationship between dz, and dr, in equation (36), one obtains 


ra 7G 

HES es : (46) 

e 

ee me G 

~ cw 56 

dA = Caen : (47) 
A 
Totally differentiating equation (26), generates 

aRe= Er dC + 7,Cax, +x Caz, + 1, x,dA + 1Adx, + x Adt,]. (48) 


Finally, substituting equations (36), (41), (43), (46), and (47) into equation (48) 
and solving yields 
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dR 7 ero lata) eet ew t 
xe = iB se iC ee (49) 
ip alu ayras Per a 


7, e Py are) F — 


1 ac E. 


Equation (36) indicates that to keep utility constant, d7, and dr, have differ- 
ent signs, so that as 7, rises, 7, must fall. At 7, = 0, clearly R/dt y= G is greater 
than zero, so that 7, should be raised. Symmetrically, if (os raised until Ta, 
then (dR/dr,),;_ 7 is less than zero and 7, should be lowered. The desired 
maximum revenue occurs where both 7, and 7, exceed zero. 

Returning to the aes.) notation, this implies that 7, the tax on earned 
income is positive (since 7,,=7, /[1 +7,]) while s,, the subsidy to child care, 
is less than 7, (5. =[7,—7, [1 +7, |). To obtainsthe sign Of isiiycmes 
T, =7,= 7) and examine the sign of (dR/dr,),,_ y- If the sign is negative, then 7, 
should be lowered and 7 raised to maximize revenue, and s_, the subsidy to child 
care should be positive. With 7, = 7, = 7) in equation (49), one obtains 


dR am Eee rao ctmener (50) 
Boise Ve tg © ee 
dt. Wet ge To le. 


= ele (Ua 7) a raat wt] 


Lig 


Equation (SO) may be rewritten in a more useful manner by subtracting from 
the bracketed expression on the right-hand side of equation (50) the following 
expression which is equal to zero 


e Py tr) te hs Crider Toe ace Wile 


(S1) 
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This will transform equation (50) into: 


2S | eee fess : | (50) 
dr. U=0 G Li Ie Pa 


Thus the sign of (dr / dz.) } 
U=U 


depends upon the relative sizes of the elasticities €,, €, and €, and the relative 
‘time-intensiveness’ of the commodities A and C (since wL IP, and w/E, repre- 
sent the fraction of the total price of A and C respectively that goes towards the 
‘purchase’ of time). 

To argue that child care should be subsidized, it is sufficient to argue that ¢, is 
larger than €, and that child care is more time-intensive than other adult com- 
modities. This is not unreasonable. In taking care of children, parents have 
considerable access to goods in the marketplace (babysitting, day care). Small 
changes in circumstances and relative prices have induced many households in 
recent years to make outside arrangements for child care, freeing up to fifty 
hours each week to seek market employment. Alternatively, parents leaving the 
labour force can save significant amounts formerly spent on goods by reassuming 
the care of the children. 

It is much less easy for adults to substitute time and goods in the rest of their 
consumption. One can buy pre-cooked dinners, or eat in restaurants, or hire a 
gardener to save time, but the limits on this process are more rigid than for child 
care. Leisure goods, a large component of A, require time for consumption in 
fairly rigid proportions. Is it possible to save time by purchasing extra goods in 
consuming a concert or a play or a vacation abroad? 

The large amount of time spent with children, even when day care is 
employed, might also suggest the greater time intensity of the commodity child 
care. Technically, one need only assume equal time intensities for A and C, so 
long as €, > €,, to ensure a subsidy to child care. 

If a subsidy to child care is justified, how large should it be? It has been seen 
that s, (the subsidy rate to day care) never exceeds 1, (the tax rate on wages). 
But s, will approach 7, if 7, >> 7, (where >> signifies the relationship ‘much 
greater than’). From equation (49), this will occur only if 


et) x te WH, Hak (ae a 


> ete es a Noma (sy) 
ee P, 
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And equation (53) can hold only if €, >> €, and either if €, is very small (relative 
to €,) or if A is very time intensive, so that the term on the right-hand side of 
(53), ePyU +7 )x,/P,, is insignificant. It has already been suggested that €, 
might be large relative to ¢€,. It is also possible to argue that €, is very small. Most 
parents might be assumed to resist strongly a reduction in their children’s 
consumption and welfare even when relative prices (K, and P,) shift, although 
knowing relative prices in advance may affect the number of children parents 
desire. One might assume that parents seek to provide C and A (roughly, 
consumption for their children and direct consumption for themselves) in some 
more or less fixed proportion, whatever the relative prices. This would make €, 
close to zero. 

In fact, some empirical work seems to bear this out. It has been shown 
(Leibowitz, 1974, S113) that more highly educated parents spend more time 
with their children than do less educated parents. Since more highly educated 
parents tend to have higher wage rates, this would suggest in the model that ¢, is 
lower and PIP. , iS higher (if C is time-intensive relative to A) for these parents. 
These parents would only spend more time with their children if C were 
significantly higher among wealthier parents (than among poorer parents), 
Suggesting that the € is quite small. 

It should be noted that a large €, and a small €, are not contradictory. Parents 
may alter the ways in which C is produced wthout lowering the level of C. 

If 7 PO SOsta hee then this is equivalent either to making expenditures 
on X_, fully deductible from wage income before that income is taxed, or to 
subsidizing X, at a rate no greater than the marginal tax rate. Thus the 
maximum subsidy for children’s goods that can be justified by the efficiency 
arguments of this model amounts to income tax deductibility for expenditures 
on children’s goods. 

This is not an argument for tax deductibility of child care as a work expense. 
Work takes time away from child care, but work also takes time away from all 
other activities. Rather tax deductibility rests on the particularly high elasticity 
of substitution of goods for time in producing child care, and the particularly 
low elasticity of substitution of child care for other commodities in 
consumption. 

Of course, an argument for partial deductibility could also be applied to other 
commodities like laundry and housekeeping with high goods-for-time elasticities 
of substitution. But child care is a special commodity. The approximation 7 aa 
(full deductibility) makes it simple to administer, and the high cost of child care 
makes deductibility an important issue both for efficiency and for equity. 

While the optimization problem maximized revenue, leaving utility constant, 
the same results are obtained by maximizing utility, subject to constant revenue. 
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In the latter case, deductibility of child care purchases might generate revenue, if 
enough parents were induced to expand their participation in the labour force; 
and if they could be absorbed into the labour market. Such a change could have 
the desirable characteristic of providing a deduction and allowing for a decrease 
in overall tax rates. 


2) 


Present policies towards 
day care subsidies in Ontario: 
evaluation and a proposal 


INTRODUCTION 


At times in the past, day care subsidies have been seen by many as a form of 
welfare assistance to families who were unable for some reason to provide 
‘normal’ care for their children. For mothers who were disabled, or suffering 
from mental illness or alcoholism, day care could help preserve the family until 
the problem was overcome. This view of day care could also be extended to 
justify subsidies to help single-parent families where work by the parent in the 
labour force might keep the family off welfare. Pushing the argument even 
further, day care subsidies are now offered to two-parent families in which the 
mother’s income is needed to maintain a reasonable standard of living. 

This report has no quarrel with fully subsidized day care for families with 
special needs. Where day care is being used not to free the mother for work but 
to relieve an intolerable situation, there can be little value in replacing a day care 
subsidy with a reduced tax rate on earnings (as discussed in Chapter 4). 
Although economic theory might argue that a cash transfer is superior to a 
transfer ‘in kind,’ that theory assumes that consumers are entirely rational. When 
a family is unable to make rational decisions, there is a role for some public 
intervention. But to extend this reasoning in order to provide free day care to 
perfectly competent parents contemplating labour market participation is to 
promote inefficiency. 

Public policy has been slow to come to grips with the phenomenon of work- 
ing mothers. The labour force participation rates cited in Chapter 2 suggest that 
a mother’s entry into the labour force is not an aberration. Two out of every five 
mothers work; one out of three mothers with preschool children works. Day 
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care policy must reflect this reality. At a time when day care subsidies are being 
used increasingly to assist women in the labour force, it is wise to question 
whether this represents the best use of scarce public funds. 

In this chapter, the current policies towards day care are analysed, with 
particular attention to how these policies conform with the optimal policies 
developed in Chapter 4. Some new directions for day care development are 
suggested and some attention is paid to how different levels of public funding 
might be applied most effectively. 

The chapter begins by describing how day care subsidies are currently 
administered in Ontario. Policy regarding single-parent and two-parent families is 
examined, and these policies are evaluated in terms of the criteria developed in 
Chapter 4. The experience in other parts of Canada and other countries towards 
day care is considered in order to assist in understanding the debate now in 
progress in Ontario. Ways in which day care subsidies might be improved are 
suggested. Special attention is paid to separating out issues of redistribution 
from those of efficiency. A proposal is offered to show how public policy might 
attempt to reach children in need. The cost of some of the proposals and how 
the benefits would be distributed are discussed. The possible impact of day care 
subsidies on labour force participation and on fertility is analysed. Finally, some 
of the policy implications of the discussion in this chapter are summarized. 


SUBSIDIES TO DAY CARE IN ONTARIO IN 1976 


In general, Ontario subsidizes day care under the guidelines of the Canada 
Assistance Plan, as discussed earlier. Families qualify for day care subsidies on 
the basis of need when no parent is available to care for the children. In 
computing the day care subsidy, ‘needs’ are calculated by adding expenditures 
on food, clothing, personal items, utilities, housing, taxes, work-related expenses 
(travel), and medical needs. The first three, being hard to document, are taken 
from a table, while actual expenses are taken for the other items. Then net 
income is computed by taking total earned income and exempting 25 per cent. 
The difference between net income and needs is, if it is positive, the day care fee 
charged to the parent. The remainder of the full cost of day care is subsidized. 
There is some room for discretion in assessing needs; for example, Toronto 
has a rather generous exemption for contingencies. While a detailed critique of 
needs testing is beyond the intent of this report, some obvious problems emerge. 
As family income rises (or even if it does not rise), families have every incentive 
to upgrade their housing rather than pay more for day care, since ‘actual’ rent or 
mortgage payments are the basis for need in the family budget. Additional rent 
or mortgage payments are subsidized 100 per cent by the government through a 
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reduction in the day care fee, although one might argue that one’s mortgage 
payment would depend on when the home was purchased, and that those 
unlucky enough to have bought a home after prices rose do require more 
assistance. Similarly, families who have incurred large consumer debts receive 
higher day care subsidies. Aside from questions about the structuring of 
incentives, the reliance on the interpretation of the welfare administrator may 
add to the arbitrariness and administrative expense in the system. 

When day care subsidies are warranted, they are paid only for the use of 
full-day day care in either a municipal day care centre or a private centre which 
has negotiated a purchase of service agreement with the municipality. This 
creates the inefficiencies discussed in Chapter 4. Parents are induced to use the 
most expensive kind of day care when reliable care may well be available at far 
less cost from relatives or neighbours. Parents are induced to work even when 
that decision is not economically efficient were the parent to be faced with the 
true cost of care and with the full market wage. 

It is useful to divide our analysis into two parts at this point. Single-parent 
families (and two-parent families in which one parent is incapacitated) face a 
somewhat different system than do two-parent families. A single-parent family 
may well qualify for both welfare and a day care subsidy, so that the total 
system of benefits must be examined. The two-parent family is off welfare once 
one parent works full time, so that only day care subsidies need be considered. 


(a) Single-parent families 

Single-parent families qualify for Family Benefits, a provincial program for 
particular groups of poor people that includes the disabled and the blind as well. 
Family Benefits is a somewhat more generous plan than General Welfare 
Assistance, a municipally run program to fund on a short-term basis the needs of 
all families without a member employed full time, so that the single-parent 
family generally chooses to come under Family Benefits. The Family Benefits 
program assesses ‘need’ much as does the day care program, except that a table is 
used for housing costs, and net income exempts 25 per cent of earned income 
plus $100 per month. The difference between need and net income is the Family 
Benefits Allowance. 

In 1975, a family consisting of a mother and two children would qualify for a 
Family Benefits Allowance of $3936 if the mother earned no income. In 
addition, the family would be eligible for subsidized rent in Ontario Housing (if 
the family could get in), subsidized OHIP premiums, family allowance, and an 
Ontario tax credit. The Ontario Economic Council estimates the value of these 
additional benefits at $2678, and has prepared a table which summarizes the 
changes in the various programs as earned income rises (Ontario Economic 
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Council, 1976, 26). Assuming that the family uses $2000 worth of day care and 
neglecting the current minimum charge of 25¢ per day, that table is presented in 
somewhat altered form as Table 21. (See Appendix for Table 21 and the other 
tables in this chapter.) 

Because the family loses Family Benefits when the mother works full time, 
single parents will have little incentive to do so unless their wage rate is high. 
This sudden fall off in benefits when the work week exceeds thirty hours is 
called a ‘notch,’ and it is clearly an irrational policy. Even with free day care, a 
parent earning $5000 per year in full-time work will see the family’s income rise 
by only $600. The family may gain even less if it is fortunate enough to live in a 
municipality with a number of geared-to-income programs (programs that are 
withdrawn as earned income rises) in which the family participates. Such pro- 
grams include the subsidizing of visiting homemakers, drugs, consumer durables, 
recreation (summer camps, etc.), adult education, and job skills upgrading, etc. 

The notch makes it somewhat difficult to see clearly the impact of day care 
subsidies in the neighbourhood of the notch. Suppose now that the notch is 
eliminated so that the Family Benefits are paid so long as the family meets the 
needs test. Assume a basic allowance of $6500 to this family (incorporate rent 
and OHIP subsidies and the family allowance into the basic ‘guarantee’ when the 
parent does not work) and a tax back rate of 75 per cent over an income 
exemption of $1200. Day care, costing $2000, is provided at no charge to the 
family as long as Family Benefits are received. When the benefits run out (that 
is, fall to $800, since family allowances and tax credits do not disappear as 
income rises), families begin paying towards day care 75¢ of each additional 
dollar earned. Other than the ‘notch,’ this is not an unrealistic picture of the 
current welfare system. 

It was determined in Chapter 4 that the ‘optimal day care subsidy’ to help the 
family should not exceed deductibility. The notchless system designed above is 
compared in Table 22 with a system in which the family pays for its own day 
care, but is allowed to deduct that payment before computing benefits and/or 
taxes. With deductibility, the income exemption is raised to $1867 so that the 
two systems will be comparable and will rejoin the positive income tax table at 
the same point. It may be seen that the final positions for the family are 
identical, except at low earned incomes, where the needs test approach to day 
care fees is more favourable to the family’s ‘total income after day care charge.’ 

To see why the needs test is inefficient, observe that the parent contemplat- 
ing part-time work for ten weeks per year at the minimum wage of $2.40 will 
earn $840 while using day care costing $400. For an efficient decision, the net 
money gain of $440 should be weighed against the additional cost of working 
(lost productivity in the home, work related expenses), taking into account any 
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future gains in income discussed earlier, and any psychic benefits from working 
(pride in self-sufficiency, fellowship in the working place, etc.). But in Table 22, 
free day care makes the net money gain not $440 but $840, distorting the 
decision. 

This problem can be seen more clearly in Table 23 which compares 
deductibility and the needs test for a single parent with two preschool children, 
assuming day care costs in the Metro day care centre of $2400 per child (not 
unrealistic in 1975). If this parent considers working full time at $2.40 per hour, 
then the annual earnings of $4200 (assume a fifty-week year) must be weighed 
against day care costs of $4800. The net loss in the marketplace is $600 ($4800 
worth of resources are used to free the time of the parent, who produces $4200 
in value in the work place), which must be weighed against the negative and 
positive factors in working discussed above. This decision is preserved under 
deductibility (Scheme B in the table), but the needs test increases the family’s 
income (after day care) by $1950 when this parent works. Clearly, work by this 
parent might well be inefficient, yet it is encouraged by the needs test. The cost 
is borne by the government, which pays the parent $6500 to stay home, but 
incurs total expenditures of $9050 when the parent works full time ($4800 in 
day care costs plus $4250 in benefits). The argument may be carried even 
further by increasing the number of children and by adding infants, as was done 
in Chapter 4. 


(b) Two-parent families 

The two-parent family in which one parent is already working does not qualify 
for welfare assistance. However, under the ‘needs’ test, the family may still 
qualify for day care subsidy. Since ‘needs’ includes the actual rent (or mortgage 
payments and property taxes), as well as some debt payments for families in 
difficulty, the monthly budget for a family may be quite large — possibly over 
$700 for a family of five. If the budget exceeds earnings minus exemptions, then 
the fee for day care is zero. Otherwise, net earnings minus the budget comprise 
the fee." 

Many families will be eligible to receive complete subsidy under the needs 
test. To see this, note that 25 per cent of earnings are exempted, and that 
further exemptions of $750 might well be allowed for ‘contingencies.’ Assume a 
budget for needs of $8500 for a family of five. This budget is high but not 
extraordinary, given the cost of rents or mortgage payments in Toronto in 1975. 


1 The fee for day care is computed using ‘Form 7, The Day Nurseries Act, Determination 
of Available Income,’ a form supplied by the Ministry of Community and Social 
Services. 
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In this case the family will receive the full subsidy for day care as long as family 
income is less than $12,333 after tax. With one preschool child in day care, net 
family earnings (after tax income, not including the family allowance) must 
reach $16,000 before all the day care subsidy disappears. Roughly this would 
correspond to before tax earnings of almost $20,000. With two preschoolers, 
there will be some subsidy until before-tax earnings reach $24,000. This 
situation is laid out in some detail in Table 24. 

The ‘optimal subsidy’ to help the family was shown to be a maximum of 
deductibility. While the income tax rate on the earnings of a second parent is 
significant, it hardly justifies the full subsidies received by some families. Since 
the primary income earner loses the marital exemption as the second parent 
begins to work, essentially there is no personal exemption for the second parent. 
For approximately the first $2000 earned by the second parent, the family’s 
taxes rise at the top marginal rate of the first parent. At that point, any further 
earnings are taxed directly under the federal and provincial income tax. For 
example, if a wife earns $6000, and the husband’s top marginal rate is 27 per 
cent, then the family income taxes will rise by approximately $1100 ($444 due 
to the husband’s loss of the married exemption, and about $650 paid directly by 
the wife; see Revenue Canada, 1975). 

The rate of subsidy to day care should optimally be no more than 20-25 per 
cent for most families. Yet that subsidy can, in fact, run from zero up to 100 per 
cent. The point is not that it would be efficient simply to eliminate day care 
subsidies. The point is that much of the day care subsidy should be replaced by a 
reduction in the tax rate on the second parent’s earnings. 

Tax law seems to reflect the view that women work for money to purchase 
luxuries, so that their earnings ought to be taxed at a rate well above that faced 
by the family’s first wage earner. Certainly this is not true for most families in 
which both parents work. And in a family with young children, the entry into 
the labour force of the second parent imposes significant costs on the family. 
These costs include not only child care, but the loss of the time used for 
cooking, cleaning, shopping, and the numerous other tasks important in running 
a household. The gain to the family when the second parent works is far less 
than the gain when the first parent enters the labour force, yet taxes are much 
higher on the second parent. Small wonder than an American study found that 
women were unwilling to pay for child care of their choice much more than 30 
per cent of their gross earnings (Rowe, 1971). 

One might argue that the full subsidy to day care afforded some families is an 
attempt to compensate for this high tax rate. Two difficulties make this policy 
highly inefficient: the subsidy is now distirbuted unevenly, and even if it were 
more generally available, it would lead to a poor use of public funds. 
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First, consider who may receive the subsidy. In Metro Toronto, not all two- 
parent families are aware of the possibilities for subsidy, and of those that are 
aware, not all can enter the program. Toronto day care funds are limited and 
rationed on the basis of priority (with single-parent and multi-problem families 
naturally at the top of the list), so that many families technically eligible for 
subsidy do not receive it.” 

Also, as was pointed out earlier, subsidies apply only in municipal day care or 
in private day care centres that have concluded agreements with the 
municipality. Many parents who would be eligible for partial subsidy do not 
wish to pay the high fees in the formal centres and so make alternate arrange- 
ments (for which no subsidy is available). In Ottawa, where there are no waiting 
lists for subsidy, and where fees in municipal centres have been raised only 
recently to reflect full costs, there is some evidence to suggest that parents are 
reluctant to use formal day care when the charge gets too close to full cost 
(when subsidies become too partial). Peel reports a similar reluctance by parents 
to pay much beyond the $5 per day charge that had been the maximum fee 
before fees were raised to retain eligibility for federal funds.* 

This gives rise to the interesting hypothesis, frequently advanced as fact, that 
only the very rich and the very poor can afford to use day care centres. General 
observations would bear this out: in Metro Toronto centres few parents receive 
partial subsidy, implying that those with middle-range incomes tend to avoid day 
Care centres. 

The predominance of children receiving full subsidy in public centres gives 
rise to the problem, discussed earlier, of centres that contain only children from 
poor (generally single-parent) and multi-problem homes. This imposes additional 
costs on municipal centres. Perhaps more importantly, the homogeneity of the 
public centres seriously limits the variety of experiences available to dis- 
advantaged children, making it more difficult for them to avoid falling behind 
their more affluent counterparts. 

Secondly, full day care subsidies are subject to the same inefficiencies 
discussed earlier — they induce work for women who, by standards of economic 
efficiency, should remain out of the labour force for several years. This applies 
chiefly to the lower income women who now are the ones who do qualify for 
full subsidy. Consider Table 24. In a family in which the husband earns $8000 
net, a job for the wife at $4000 net (which in 1975 was above the minimum 
wage), when child care costs $4800, is justified only if the psychic and other net 
benefits from working (including the negative benefit of lost home productivity) 
compensate for the $800 loss in income. But the day care subsidy removes 


2 Conversation with officials at Metropolitan Toronto Department of Social Services. 
3 Conversation with the Commissioners of Social Services in both regions. 
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$4800 in costs from the family, making the job in the market appear to the 
family to generate a gain in output of $4000. This makes work quite attractive, 
whereas economic efficiency would dictate otherwise. 

It should be noted that aside from any provincial subsidy, child care 
expenditures by the working parent are tax deductible, within severe limits, in 
computing federal and provincial income taxes. When both parents worked in 
1975, a maximum of $500 per child in child care expenses might be deducted 
(up to a maximum of $2000 for four children). The limit was raised in 1976 to 
$1000 per child (up to $4000 for four children). Since, even in lower-cost 
private centres in Toronto, care for preschoolers cost at least $1800 per year in 
1975, the limit is still too low. 

In addition, the need for the claimants of the deduction to provide receipts 
has been complicated by the fact that many informal care-givers will deal only in 
cash. The present low value of the deduction may result in many parents being 
unwilling to jeopardize their care arrangements by requesting receipts, thus 
losing out entirely on the tax advantage. 


ier Sep NCE ELSEWHERE 


(a) Other provinces in Canada 
Ontario could benefit from the experiences with day care in some other parts of 
Canada, particularly British Columbia. In Canada, all provinces subsidize day 
care under the cost sharing agreements of the Canada Assistance Plan (CAP), and 
most employ a needs test similar to that of Ontario. British Columbia has 
employed a means test, in which the parents’ contribution to day care is related 
to both family income and family size, but not to any assessment of needs; the 
point where the family begins to contribute to day care is not related to the 
individual family’s budget — rent, debts, food, special diets or medication, etc. 
(Province of British Columbia, 1974). The means test allows a tax back rate of 
SO per cent, instead of the minimum of 75 per cent for the needs test under CAP. 
Unfortunately, the high cost of housing in British Columbia urban areas 
particularly affects young families (the kind that use day care). Howard Clifford, 
day care consultant to CAP, commented that the province has had to retreat to 
using the needs test for the majority of those families receiving subsidy." 

The BC. program was liberal enough to subsidize 12,950 children, of whom 
over 10,000 were 5 years old or younger, with total expenditures in 1974 of 
$10,198,000 (Province of British Columbia, 1974, 30-6). In contrast, Ontario 


4 Interview in Ottawa, 25 November 1975, with Howard Clifford, Day Care Consultant 
to the Canada Assistance Plan. 
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supported 13,075 children in day care with expenditures of $11.7 million (see 
Chapter 2). However, the 1971 Census shows Ontario with more than three and 
a half times as many children as British Columbia, 781,000 against 213,000 
(Hepworth, 1975, 62 and 75). The reasons for higher per capita expenditures in 
B.C. do not include the quality of care. The province limited the cost of day care 
subsidized to $120 per month, and required that centres serving any subsidized 
child could not charge more than $120 per month to unsubsidized children. This 
is well below the cost of care in Ontario. However, British Columbia subsidies 
are granted through a ‘coupon’ given to parents that can be cashed by any care 
giver. The province subsidizes not only day care centres and family day care 
(4190 and 3071 spaces respectively in 1974), but also paid care in the child’s 
own home — 2022 spaces in 1974 (Province of British Columbia, 1974, 31). The 
maximum charge in the child’s own home and in Family day care is $90 per 
month (British Columbia, 1975, especially 18-21). 

The British Columbia sliding fee scale does involve the inefficiency discussed 
earlier of inducing into the labour force those for whom work might be 
inefficient. However, British Columbia avoids somewhat the incentives in 
Ontario for subsidized parents to use day care centres over informal, reliable, 
cheaper modes of care (neighbours, relatives, etc.). The Province of British 
Columbia will still pay part of the charge for in-home child care for these 
parents. However, since the sliding scale fixes the contribution of parents who 
are subsidized, parents are not discouraged from using the more expensive day 
care centres over less expensive babysitting. 

No other province runs as elaborate a program as British Columbia. Most 
accept the CAP guidelines. Manitoba, however, is resisting the CAP regulation that 
only parents in need can be subsidized. Manitoba requires that no centre serving 
subsidized children charge more than $5 per diem to any child in the centre. Of 
course, our earlier cost figures suggest that $5 per diems are impossible unless 
staff-child ratios are well below one to eight, the number recommended by the 
Manitoba day care program’s field staff.° Therefore Manitoba pays a flat subsidy 
to the centres for each child served (whether or not that child would qualify for 
subsidy under CAP). CAP shares in the cost of this additional subsidy only for 
those children who qualify under CAP guidelines. This compromise would make 
one optimistic that other innovations in day care finance might also benefit from 
some cost-sharing under CAP. 


5 Data are contained in a letter from Roxy Freedman, Director, Child Day Care Program, 
Division of Social Security, Manitoba Department of Health and Social Development, 
Winnipeg, Manitoba R3G OR4. 


Present policies in Ontario 91 


(b) Other countries 

Other countries, of course, treat day care somewhat differently. Many provide 
day care on a sliding fee scale (geared to income), but it is common to subsidize 
all parents using day care by placing a ceiling on the parent’s contribution. This 
is done in Sweden and Norway. In Norway the maximum monthly charge is $28 
per child (Ekrem, 1973; Karen et al., 1973), and in the cities 12 per cent of the 
child population is in day care centres. In Japan, the top monthly fee is $20, but 
the quality of care is much lower (Takahashi, 1973). And, of course, the Eastern 
European countries subsidize day care heavily. Surprisingly, however, at least 
one Eastern European country — Hungary — has become mindful of the high 
cost of inducing all women to work, and has introduced a child-care grant to 
induce mothers to stay at home with young children (Ferge, 1973). 

In the U.S., day care has been administered under a wide spectrum of 
programs, varying from retraining and job programs for welfare mothers (‘Work 
Incentive Program’) to high quality education programs (‘Head Start’). Attempts 
to develop a comprehensive child care bill have been unsuccessful. The federal 
welfare programs have matched local funds for day care and provided day care 
to poor areas, although the programs are not always income tested (for a 
discussion of U.S. day care policy, see Young and Nelson, 1974). Many proposals 
for day care in recent years in the United States have been tied up with work 
requirements for parents on welfare, a policy generally not viewed favourably by 
Canada (although Canadians are very concerned with maintaining work 
incentives: see Lalonde, 1973). 


SOME ALTERNATIVES FOR ONTARIO: A PROPOSAL 


(a) Day care to help families 
It should be clear that the debate over day care subsidies is not simply a debate 
over economic efficiencies. Day care subsidies serve as a wage subsidy that can 
reduce somewhat the very high tax rates on earned income faced by either the 
single parent or the second parent in the two-parent family. It has become 
obvious that the subsidy as presently administered in Ontario tends to be 
inefficient. The full subsidy encourages the entry into the labour force of 
women for whom work is inefficient at this particular time, and subsidies to day 
care bias care arrangements towards the most expensive kind of care. But 
eliminating day care subsidies without any other change in policy would make 
many families significantly worse off. 

Day care is an attractive issue on which to fight for a redistribution of 
income. Voters who might be ‘turned off’ by a plea for reduced tax rates might 
well be more responsive to an emotional discussion of better care for children. 
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But if the goal is to help families, day care subsidies beyond deductibility are an 
inefficient way to achieve that goal. Stated another way, families would be made 
better off at far less cost to the government through the use of other policies. 

To make rational policy, the issues of redistribution and efficiency must be 
resolved separately. How much income do we wish to redistribute to poor 
families? How much tax burden should be borne by working mothers? Once the 
redistributional issue is settled, the economist can propose the most efficient 
way to achieve that redistribution. The advocate of subsidized day care is 
making two separate arguments: one is that certain families are unfairly treated 
by current tax law (including the tax back of benefits from welfare clients); the 
second is that day care subsidies would be a good way to change that treatment. 
The first one is a political issue. The second is an economic question, and one 
must reply that subsidies are not efficient. But the rejection of day care subsidies 
as inefficient does not resolve the question of income redistribution. For 
example, for public policy to respond to a request for food from a poor family 
by stating that in kind transfers are inefficient and thus no aid can be provided, 
hardly solves the family’s problem. To respond to the same request by suggesting 
that the family may have its own tastes, so that an in kind transfer would be 
inefficient, and then providing a cash grant to buy food, represents a far 
different outcome. 

A common proposal for day care is to charge parents fees on a sliding scale 
with income. This is generally a variation on the needs test discussed above. 
The principal problem here is one of efficiency. Parents who would earn the 
lowest incomes would pay the lowest day care fees, yet on efficiency grounds 
these are the last parents who should be induced to enter the labour force and 
use high-cost institutional day care.° The low productivity of these parents in the 
labour force does not outweigh the high cost of day care combined with the loss 
of production within the household when the parent works. Yet these are the 
very people most affected by the subsidy. If these parents prefer to care for their 
own children, it may well be most effective to direct funds towards the family to 
allow the parent to do so. However, if the choice is between no income 
redistribution at all, and income redistribution by day care subsidy, one must 


6 It may be argued that fees based upon an ‘ability to pay’ would ensure that all families 
had equal access to day care and thus would be more ‘just’ (but inefficient). Although 
this is a non-economic argument, the economist can only point out that it is an unusual 
view of justice. The problem facing the poor is a low level of ‘access’ to all purchased 
commodities. It is unclear why it is just to ensure equal access to some commodities 
(day care, for example) but not to others (food, clothing, transportation, vacations, etc.). 
The real issue would seem to be how to achieve the desired increase in the well-being of 
poor families at the least cost to the public purse (that is, to other taxpayers). 
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decide whether the inefficiency of subsidies is so high as to make redistribution 
unattractive. 

As another example, it is frequently suggested that public funds are most 
urgently needed to provide infant day care. But in Metro Toronto municipal day 
nurseries, where one adult cares for two infants, costs of care run well over 
$4000 per child per year. Unless the mother is extremely productive in the 
labour force, this type of care must be inefficient. Imagine, for example, a 
low-wage mother with two infants. Can one conceivably justify spending over 
$8000 to free this mother to work for well under $5000 per year, especially 
when the day care may well represent no improvement upon the care being given 
the child by the mother within the home? Yet someone interested in more 
assistance for this family may well support infant day care if no other program is 
politically acceptable. 

The economist can make the following statement. If it is decided to 
redistribute income towards families with young children, it is far more efficient 
to reduce marginal tax rates and to increase cash transfers than to provide 
heavily subsidized day care. This might be achieved for single-parent families on 
welfare by allowing them an additional exemption on earned income before 
welfare benefits were computed, where that exemption would be equal to the 
cost of institutional day care for the children in the family. The exemption 
would not depend upon the actual cost of day care. Even more simply, the 
marginal tax rate can be reduced significantly from 75 per cent and all day care 
expenses made deductible. In each case, parents would make the efficient 
decision on labour force entry (dependent on wage rate relative to actual day 
care costs) and would have the incentive to use the most efficient form of child 
carer 

For two-parent families, all child care expenses should be made deductible for 
tax purposes. To further help these families, the high rate of taxation might be 
reduced. This might be achieved without confusing the tax tables by allowing a 
further deduction to the second parent in a family (the one with the lower 
income) in order to reduce net income. 

It should be pointed out that replacing the current system of day care 
subsidies with the alternative of reduced tax (back) rates will change somewhat 
the relative well-being of the various families qualifying for subsidy. If the tax 
rate is reduced to ensure that no family now receiving subsidies is made worse 
off, then many families formerly eligible for subsidies but having available low 
cost alternative arrangements will be significantly better off. Since many families 
are now eligible for partial subsidy but do not take advantage of it because 
formal day care is still too expensive, and since these families would now benefit 
by reduced tax rates (assuming they have always worked and used low cost 
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alternative care), public expenditures may well rise. Of course the lower tax rate 
increases work incentives, and a higher labour force participation rate would 
increase tax revenues. In a sense, the differential effects on various families are 
inevitable. If the ‘correct’ market signals are to be given, then those with low 
cost child care arrangements must be given a financial incentive to use them. 

A principal difficulty in all these proposals is that they would depend not 
only upon Ontario but upon changes in federal taxation and in the Canada 
Assistance Plan (unless Ontario is to absorb the whole cost of the proposals). On 
the other hand, the alternative of large increases in day care subsidies would also 
not be shareable under CAP. The simple truth is that significant redistributions of 
income are almost invariably going to involve the federal government. There has 
been a trend in recent years for governments to take even larger portions of GNP 
in taxes, returning, in exchange, an ever larger number of services. Whether this 
trend could be reversed in day care is not clear. 


(b) Day care to help children — preschoolers 

It was made clear in Chapter 4 that additional subsidies to child care might be 
justified by a desire to help disadvantaged children. What is also clear is that to 
reach all children in the target population in an efficient manner, one might not 
want to direct all subsidies to full-day day care (unless it were determined that 
children could only be reached in all-day programs). If an enriched program were 
judged useful to children, such a program should reach children whether or not 
their parents worked. This report can suggest how such a program might be set 
up, although, obviously, the exact design would require detailed consultation 
with experts in early childhood education. 

The program naturally would involve higher costs and higher staff-child ratios 
per hour than the current minimum day care programs in Ontario (see the earlier 
discussion of quality). It is also unlikely that an enriched program would be 
most efficient beyond a period of 2-3 hours each day. The public program would 
provide all parents with vouchers entitling their children to free tuition in an 
enriched nursery school program, along with free transportation to and from 
programs. When parents do not work and children are cared for in the home the 
voucher could be used at any nursery school offering a program approved by the 
public authority. The nursery school can then cash the voucher in for an amount 
specified in the legislation (a uniform per diem could be established for all 
approved schools). Private nurseries may charge parents a fee beyond the 
voucher. However, it is expected that public nursery schools will be established 
to provide a standard of programming at no additional charge beyond the 
voucher. One might envision staff-child ratios of one to five for children aged 
two to five years. 
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When parents work, the voucher can be used in a number of ways. When the 
children attend a day care centre, the voucher will cover the cost of the enriched 
program to be offered at some time during the day. With the high level of 
supervision present during the enriched program, it might be acceptable to relax 
staff requirements during the rest of the day. This goes along with the suggestion 
by some day care administrators that staff ratio requirements are too rigid and 
that ratios should be set according to function and program, rather than to some 
constant standard.’ Thus, the parents would pay for custodial care during the 
rest of the day, while a high-level program was provided for two to three hours, 
perhaps in two segments during the day (the exact design of such a scheme is 
beyond an economist’s competence). The combination of lower staff ratios and 
the shorter day (paid for by parents) could reduce day care fees substantially. 
Assuming a reduction in staff ratios of 20 per cent and the reduction in the 
custodial day by 30 per cent, costs to the parent could be reduced by almost 50 
per cent. The most efficient way to enrich a day care program would, of course, 
involve some experimentation and variation, especially at the beginning. 

When children are cared for by babysitters, either in the home of the child or 
the home of the sitter, the voucher could be used in a neighbourhood nursery 
school. By giving the sitter a substantial break during the day, fees might be 
expected to come down (by the normal market processes). The program will 
guarantee to each child whose parents work a professionally run, high-level, 
developmental program. 

For children cared for in family day care, some middle ground can be worked 
out. If the day care mother supervises only one or two children, the centralized 
program is the obvious one. For the day care mother with five children, a 
program run in the mother’s home by a visiting teacher is an option (perhaps too 
expensive an option). 

The enriched program would also provide a connection to the whole range of 
informal care arrangements made by working parents. Since virtually all children 
would attend the program, those running it could become familiar with those 
providing care for the rest of the day. Where problems were perceived to exist, 
some action could be initiated — these problems might be noticed through the 
child itself or at the time when the child is brought to and from the program 
(and some contact made with the sitter). . 

The voucher system allows for some flexibility in dealing with different 
children. If it is judged that certain children are in need of more intensive 


7 This represents the author’s interpretation of some of the comments of Assistant Deputy 
Minister John Anderson in the Ministry of Community and Social Services in an inter- 
view with the author on 16 September 1975. 
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programs, those children could be given special vouchers allowing the child to 
attend either two sessions of the normal nursery school each day or — more 
likely — a special more costly program (perhaps also of longer duration than two 
to three hours) elsewhere. For example, it may be judged that children from 
particularly disadvantaged homes — extreme poverty, alcoholism in the home, or 
just single-parent families — require a daily five-hour enriched program to enter 
public school on a level with other children. These children would receive 
vouchers worth much more than usual to support approved special programs. 

It should be clear that a scheme such as that described above meets the 
criteria established earlier. It does not distort the parent’s decision about work in 
the market or in the household (or, rather, it allows the least possible distortion 
from the optimal result). It maintains the incentive to the parent to make 
whatever arrangements for care are most convenient; for example, a mother who 
has arranged with grandmother to care for the child has no economic incentive 
to use expensive full day care. The scheme reaches all children, whatever the 
parents’ decision about child care, and we can adjust the program to meet the 
special needs of particular children. 

It is realized that such a program would require some special arrangement 
with the federal government to ensure at least some cost-sharing under CAP. This 
problem is solvable so long as the federal government does not choose to use the 
opportunity to opt out entirely from the funding of day care. In the limit, the 
spirit of the Canada Assistance Plan would be consistent with sharing the costs 
for those children in families below median income (as CAP does today). And 
Ontario would find some willing allies in other provinces for its demands. 


(c) Day care for school children 
The treatment of school age children is, of course, a different matter entirely. 
After a full day of school, child care as ‘transfers to children’ hardly seem 
justifiable. However, it is in this area that real innovation is possible. As we have 
seen, child care for school age children is almost as expensive as preschool care. 
In large part this is because of the time split. Care is needed before school, 
during lunch, and after school, and staffing three separate times is expensive. In 
many parts of the U.S. children naturally eat their lunches in school, a practice 
that allows the federal government to subsidize the provision of nutritious hot 
meals for the students. Given a desire to transfer resources directly to children, 
this would not be unattractive, and would eliminate the ‘middle’ period of child 
care required by working parents. 

As for the other two periods, it is possible that the adoption of flexible 
working hours would eliminate either the morning or the afternoon need for 
care. It is clear that the juxtaposition of normal working hours and the class- 
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room day was not arranged with working mothers in mind. But with working 
mothers now an important segment of the work force, a change would seem in 
order. In Chapter 2, Table 9, changes in work patterns were the first choice (in 
the 1973 survey) as a way to improve child care arrangements by almost 60 per 
cent of working mothers with only school age children. Some firms and 
institutions in Toronto have experimented quite successfully with allowing 
employees some flexibility in picking their work hours, so long as the employee 
is present during a core period of time, for example 9:30 A.M. to 3:00 P.M. (fora 
more detailed discussion of the experience in Ontario in the last few years with 
flexible hours, see Robertson and Ferlejowski, 1975). The mother working a 
seven-hour day could work from 9:30 AM. to 5:00 PM., taking thirty minutes 
for lunch, and require only two and one-half hours of after school care. If school 
facilities (gyms, cafeterias, classrooms) are used, and assuming ratios of 
seventeen children per adult, one can imagine costs per child of well under $2 
per day.® In fact, under flexible working hours, some mothers might choose to 
work a five-hour day (or even, skipping lunch hour, a six-hour day) and avoid 
any care arrangements entirely. The provincial government has taken the lead in 
adopting flexible hours itself and might provide incentives for firms to 
experiment with this system. 


(d) Day care for infants 

For babies, under age two, it is hard to justify an educational program (although 
this is not a position subscribed to by all experts). It does not seem unreasonable 
to expect mothers to lose those few years from the work force, and to divert all 
public monies to programs for older children. Mothers in high-wage professions 
could, of course, use day care and deduct the cost from taxable income. It 
would not be extreme to suggest particular mothers’ allowances for parents with 
young children to enable the mother to stay home during these years. So Jong as 
it goes to all parents, it need not be inefficient (nor, in a period of falling birth 
rates, is it likely to induce unwanted changes in fertility). 


THE-COSTS OF SUBSIDIZED DAY CARE AND THE BENEFITS 


(a) The costs 
Any subsidized child care program that reaches most Ontario children will be 
expensive. This is because the cost of day care per child is high, and there are 


8 Assume one adult half time (at a salary of $5000 per year) for seventeen children, and 
administration costs of 50 per cent of staff costs. Both are high. This costs $8.82 per 


child per week. 
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many children in Ontario. But the cost to the economy of care for children is 
high whether those children are cared for in the home or in day care centres. A 
Swedish economist estimated that his country’s GNP could be 50 per cent 
higher if all women worked and were employed at jobs of productivity equal to 
that of men (Karne et al., 1973). Of course, this gain is illusory, since it neglects 
the value of production within the household, though in a sense it points out the 
value of that household production, much of which is child care. When women 
stay at home and care for children the loss of their productivity in the work 
force is the cost to society of that child care. 

There were 790,383 children under six years of age in Ontario in 1974. If all 
those children were cared for in day care centres, and assuming one adult for 
every five children (since one-third of these children are infants, requiring more 
care, and since the day care ‘day’ exceeds the work ‘day’ in length, this would be 
about the legal minimum staff-to-child ratio), about four and a half per cent of 
Ontario’s 1974 labour force (of three and a half million) would have been 
required in the day care sector. This would make child care one of Ontario’s 
largest employers (as it is now, if we include day care within the household). 

As mentioned earlier, the Province of Ontario spent $11.7 million on day care 
in 1974. To put this in perspective, consider a universal program for all the 
children under six years of age in Ontario in 1974. To establish the cost of the 
universal day care program in 1976, assume the same number of children as in 
1974 and assume the use of municipal day care similar to that in Metropolitan 
Toronto, costing about $2700 for a child aged 2 to 4 years in 1976. Using the 
assumptions about relative costs for other ages (2.9 times more for children 
under two, 0.75 times for children age 5), and assuming equal numbers of 
children in each age category, we come up with a total cost of $3.65 billion. This 
does not include care for children in public school. Even cutting costs to the 
bone, to generate the annual charges of $1800 per child age 2 to 4 years in some 
private centre, the bill comes to $2.43 billion,’ an increase of more than two 
hundred times the 1974 expenditures. If costs were increased to generate higher 
quality care, the total figure would naturally be higher. 

Even the cost of the voucher system proposed above would be significantly 
higher than current provincial expenditures on day care. Aimed at children aged 
2 to 4 (the five-year olds are already in school part-time), the program would 
provide two to three hours per day for each child with staff-child ratios of, for 
example, one to five. Assume an average staff salary of $10,000 in 1976, and 


9 The same assumptions about the relative costs of younger and older children is made. 
Since $1800 is two-thirds of the higher cost, the total is also two-thirds of the earlier 
total cost. 


Present policies in Ontario 99 


that each staff member would handle three shifts of children. Add on 40 per 
cent to cover administration, rent, maintenance, etc., and the final cost would be 
$369 million.’® If early education is as productive as some predict, the cost is 
well worth it. But we are talking about a twentyfold increase in provincial 
expenditures (with no guess as to what portion would be shared by the federal 
government). 

A less universal scheme would cost less. But such a scheme would be hard to 
sell politically (since it misses most voters). And it would ‘ghetto-ize’ day care. 
Day care paid for by the province in 1973-74 cost ‘only’ $12 million, precisely 
because it reached very few people. This occurred because only the very poor 
qualified. 

It may be decided that the children of the middle class do not require large 
subsidies for developmental programs. The voucher discussed earlier could be 
income tested, with the full voucher going to the very poor and no voucher 
going, to the rich. It is easy to see that this would reduce the cost of subsidies for 
care, primarily because the total value of the vouchers is less, and in addition 
because some of the well-off will be less likely to use their ‘partial’ voucher. The 
cost can be reduced well below $369 million, but with some loss in the effective- 
ness of the program. When social services reach only the poor, the community as 
a whole has little sense of involvement and concern for what is going on. 
Standards have a tendency to slip, since most voters regard the program as 
unimportant to their own families. A successful day care program depends on 
community involvement and concern. 

Of course, the voucher scheme might be expected to increase labour force 
participation. The extra economic activity will generate significant increases in 
the taxes paid to the federal and provincial governments, which would reduce 
significantly the net cost to the governments. If as few as five per cent more 
mothers worked, assuming, of course, that jobs exist for these mothers, and if 
those mothers earned an average of $7500 each, and paid additional taxes (on 
both husband’s and wife’s earnings) of an average of $1500, tax revenues would 
rise by about $40 million. Even if all these women did not themselves find jobs, 
supply pressure in the labour market in the long run by low-skill workers might 
be assumed to generate jobs (at low wages) for others who had been unemployed. 
This assumes a constant long-run rate of unemployment in the economy. 

It is sometimes argued that the day care sector will also generate tax revenues. 
This, however, is double counting. If some of the mothers entering the labour 
force for the first time work in day care, then their taxes have already been 


10 Three hundred and ninety-five thousand children, one staff member for every 15 chil- 
dren, 40 per cent in non-salary costs, and an average wage of $10,000 are multiplied 
together to produce 395,000 X (1/15) X 1.4 X $10,000 = $369 million. 
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counted in the previous paragraph. If day care workers are drawn from other 
sectors, then they would already have been paying taxes. In fact, if the pay was 
higher in those other sectors, then it may be necessary to subtract tax revenues. 

It may be argued that day care would provide jobs for those trained in 
education and unable to get jobs in the shrinking public education sector. This 
would be a short-run justification for a long-term program with very long-term 
cost implications. 

It was also argued that day care should be tax deductible. Changes in the law 
in 1976 come closer to full deductibility. Ignoring the very significant problem 
of securing receipts (in a sector that has been largely cash only to evade taxes), it 
was earlier estimated that 30 per cent of the mothers in 1967 paid for child care, 
while the average cost of child care in 1973 for those who paid was $19 per 
week (or $1000 per year). In 1973 there were 452,000 working mothers in 
Ontario. Assuming an average marginal tax rate of 25 to 30 per cent among these 
women, with 30 per cent paying an average of $19 for care, full deductibility 
would have cost between $34 million and $41 million. Of course, any increase in 
the work force would generate tax revenues to counterbalance this loss. 


(b) Who benefits? 

Quite naturally the distributional effects of a day care program will depend upon 
the specific structure of the program itself, and, of course, upon the kind of 
taxes levied to pay for the program. In general, the major impact of the program 
will be to redistribute income towards families with young children. In the long 
run, using a lifecycle model of the family, this will benefit large families but not 
those who prefer to remain childless. It is clear that this is the intent of many 
day care advocates, who view children as a community responsibility. 

Suppose that the program is a universal one paid for out of general revenues. 
What would be the effect on the income distribution? In a study of senior public 
kindergartens in 1971, John Buttrick found that the net effect of the benefits 
and costs of the program (benefits and costs each totalled $28.8 million) was to 
redistribute about four and a half million dollars from the top quintile to the 
bottom three quintiles.'* Since education is partially financed by property taxes, 
which tend to be more regressive than income taxes, and since day care is much 
more expensive than kindergarten and affects more children, day care might 
involve more redistribution. Some comments, however, must be made. The first 
is that the current income distribution results in part from the variation in 
income over a family’s lifecycle. Since young children are generally present when 


11 The data were provided to the author in November 1976 by John Buttrick, Professor of 
Economics at York University. 
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a family is at its worst point financially, looking at redistribution at one 
particular time would be misleading. Secondly, one must beware of valuing the 
benefits equally to all families with children (a point which Buttrick himself 
notes). The benefit of day care (of the kind now provided publicly; that is, of 
‘minimum’ quality, using the HEW classification) to the family depends upon the 
cost of the alternative arrangements for child care available to the family. If a 
family has available low-cost care from a reliable neighbour, one can hardly 
assess the value of free day care at $2700 per year. If the mother’s earnings 
would lead the family to pay no more than $800 for day care (at a higher cost, 
the mother chooses to stay home), then the value to the family of free day care 
is only $800. This would seriously reduce the redistributional aspect of any day 
care program. Middle- and upper-class women with higher earning potential than 
poor women would place a much higher value on free day care. 

It is exactly the fact that many families would value the service of free day 
care at less than its cost that would make day care a poor way to redistribute 
income. This raises the last point. It has been assumed that a day care program 
would be financed by an increase in taxes. If, in fact, day care is financed at the 
expense of other services, then the impact can be quite perverse. The argument 
in this chapter has been that there exist far more efficient ways to redistribute 
income. 


DANSCARE CTABOUR FORGE PARTICIPATION, AND FERTILITY 


At one extreme, some feel that day care subsidies would have no impact on 
labour force participation, that the availability of day care has no relationship to 
the entry of mothers into the labour force (Clifford, 1971). And, in fact, no 
such relationship has been proven. On the other hand, many researchers accept 
as fact that inadequate child care serves as a barrier to many mothers entering 
the labour force. For example, the Statistics Canada Labour Force Survey in 
1973 asked mothers who were not working whether they would prefer to work, 
and if so, what was stopping them. The results are summarized in Table 25. The 
forty thousand women, who would have worked had suitable child care been 
available, would increase the number of mothers in the labour force by just 
under 9 per cent, a not insignificant amount. If we assume, however, that most 
of those forty thousand mothers stopped from working were parents of pre- 
school children, then the increase in the labour force of mothers with pre- 
schoolers would be 24 per cent. 

An American study (Ditmore and Prosser, 1973) examined a number of 
different surveys and found a variety of results. Basically, most surveys found 
that at least some women claimed that inadequate child care represented a bar to 
labour force entry. One experiment in Gary seemed to find little immediate 


102 Day care and public policy in Ontario 


impact when day care subsidies were introduced (Ditmore and Prosser, 1973, 
32-36). 

The variation in opinion can have two roots. The first is one of definition. 
There can be little doubt that highest quality universal free day care (costing, 
say, $5000 for a child aged 3 years) would induce many women to enter the 
labour force. In that sense, women who state that they do not work because of 
the inadequacy of child care arrangements are simply stating that they are 
relatively more efficient in the home, given the cost of caring for their children. 
Were good day care available free, the judgment not to work looks less efficient. 

The two views expressed above — that availability of day care does not affect 
labour force participation, and that inadequate day care is a barrier to labour 
force participation — are not contradictory if seen in terms of who is to pay for 
day care. The first statement suggests that child care markets operate smoothly 
enough so that a woman willing to pay X dollars per day for child care can most 
likely find care whose quality is reasonably close to the top possible at that 
price; that is, there are not too many women willing to pay $40 per week for 
care who are put off from working because of the lack of a functioning market 
for care in that price range. The second statement suggests that frequently 
women do not work because the cost of purchasing the desired level of child 
care exceeds the value to the mother of the time freed by that care, taking into 
account all the issues discussed earlier — the joint productivity in the home 
forgone when women work, the future salary benefit obtained by current labour 
force participation, the psychic benefits of working or not working. If the 
desired child care were available at low cost, these women would work. 

The view that child care availability inhibits labour force participation is also 
an ideological issue. To many ‘modern’ individuals, all women should want to 
work. If they do not work, it can only be that day care is inadequate, labour 
markets are inadequate, and so on. To the extent that this ideology is 
communicated in some questionnaries, women who choose not to work might 
find refuge in choosing the phrase ‘inadequate child care arrangements’ to 
explain that they really do want to work, but cannot.’” 

The American study discussed above concluded 


that the provision of free and adequate day care services to low-income mothers 
will lead to an increase in labour force participation; in fact, a ten percentage 


12 The serious student must beware the evidence on day care generated by the large 
number of surveys using questionnaires. It is almost impossible to avoid having the 
interviewee use the answers to justify morally a decision in as ‘loaded’ an area as child 
care and work for mothers with young children. 
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point increase (from 32 to 42 percent) in participation [of mothers with children 
under age six| is estimated. (Ditmore and Prosser, 1973, 1) 


Essentially, the report concludes that free and adequate day care would allow us 
to treat mothers with preschool children as though those children were, in fact, 
of school age. Since, in general, labour force participation rates increase by 
about ten percentage points when the youngest child enters school, this yields 
the increase in the participation rate from 32 to 42 per cent in the quote above. 

Unfortunately, this technique has one major flaw. Exactly what is meant by 
‘adequate’ day care? Each mother will set different standards, yet no govern- 
ment program could hope to meet many of those expectations. One might easily 
suggest that many mothers will agree to work if offered free enriched high- 
quality day care costing $10,000 per year per child. But this observation is 
hardly useful in evaluating the increase in labour force participation when day 
care at a much lower level of quality is made available. 

The second root for the difference of opinion is the different measured 
elasticities for labour force participation of married women, and the different 
interpretations of the way in which day care can fit into the model of labour 
force participation. A day care subsidy clearly serves as a work incentive to the 
target group of parents. Suppose that a mother is considering taking a job that 
will pay $6000 per year, but that day care while the parent is working would 
cost $2000 per year. A SO per cent subsidy to day care would raise the net wage 
to the parent (after day care is paid for) from $4000 to $5000. This would be a 
work incentive. 

But several issues complicate this. First, the subsidy must be financed, unless 
the work response by mothers is so overwhelming that income tax revenues rise 
enough to cover the subsidy. If it is financed through additional income taxes on 
the target group, then the rise in the marginal tax rate will reverse somewhat the 
work incentive. If the subsidy is financed out of general revenue, then the 
general rise in tax rates may reduce labour force participation (depending on the 
slope of the labour supply curve). 

Secondly, even if we imagine that the subsidy is financed by a lump sum tax 
(which reverses all the implications of the earlier model), the structure of the 
subsidy will influence its effect. Under the current system, where child care to 
welfare women is subsidized only in municipal or approved private day care 
centres, the value of the subsidy to the mother may be much less than its dollar 
cost (a not unusual occurrence with transfers in kind), which significantly 
reduces the work incentive. This point was made in the previous section, and 
may be clarified by an example. Suppose that a mother is contemplating 
working at $6000 per year and paying $2000 for child care for two children in 
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the home of a reliable friend well known to the mother. A day care subsidy that 
offered $4800 in care in a day care centre to this mother for $1600 (two-thirds 
subsidy) would not be seen as an increase in the net wage $3200. The mother 
might well prefer care by her friend. But even if she felt the two types of care 
were equivalent, the subsidy is worth only $400 to the mother (the cost of care 
being reduced from $2000 to $1600).'° 

And even if we can agree on the magnitude of the effect on the mother’s net 
wage, there is still significant disagreement as to the elasticity of the mother’s 
labour supply curve. Imagining an arrangement where day care subsidies could 
be financed through a lump sum tax on the target group of parents (say, by 
reducing the basic exemption on earned income), we would be interested in the 
‘pure substitution effect’; that is, the effect on labour force participation of a 
rise in wage rates, with income compensated (taken away) so as to leave the 
family no richer. But Glen Cain and Harold Watts review six studies of the ‘pure 
substitution elasticity’ and find estimates running from 2.5 to about zero (Cain 
and Watts, 1973, 336-337). 

Assume an elasticity of 1.2 and a voucher system as proposed above. Assume 
that the voucher would subsidize about 30 per cent of the care purchased by the 
average parent, and that full deductibility would increase the subsidy rate to 50 
per cent. Assume further that the program is paid for either by lump sum taxes 
on the target group or by non-distortionary (!) taxes on the general economy. 
Assume that care now costs the average parent about $1000 annually. Assume 
finally an average after tax wage rate of $8000 facing the target group of women 
in the province (this is high). Then the subsidy would change the net wage from 
$7000 to $7500, an increase of 7.1 per cent. With an elasticity of 1.2, labour 
force participation would rise by 8.5 per cent. If the wage rate is taken as $6000, 
the increase would be 12 per cent. Since 169 thousand Ontario mothers with 
preschoolers worked in 1973, this would increase the labour force by between 
fourteen thousand and twenty thousand people. Under the same assumptions, 
universal free day care would double the subsidy and bring between twenty-eight 
and forty thousand mothers of preschoolers into the labour force. 

The estimates are entirely arbitrary. Greater accuracy will depend on better 
estimates of elasticities for mothers contemplating entering the work force. It 
should be noted that a high elasticity would increase significantly the tax revenue 
earned by the government, and cover at least part of the cost of the program. 

Finally, what would be the effect on fertility of absorption by the state of 
the cost of much of day care. At first glance, the response might be that subsidy 


13 For work on labour force participation which tries to take account of the real value to 
the family of free day care, see Heckman (1974). 
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must increase fertility, since it reduces the cost of children (and demand curves 
slope downwards). Theoretically, this is not so. The production of the ‘child 
services’ in the model in the Appendix to Chapter 4 said nothing about the 
number of children. Child services can be increased by raising the number of 
children or by raising the resources used per child, and studies seem to indicate 
that parents prefer the latter.'* In any case, it was suggested that there might 
well be little change in the relative welfare of children and adult enjoyment 
when prices changed (income held constant). 

In this last case, assume that the family’s enjoyment of children is to be 
constant. Then a fall in the price of day care makes work more attractive. But 
while staying at home, the cost of additional children is not linear — the major 
cost to the parent is the first child (in terms of loss of freedom and time). 
Further children absorb less extra time and cost. However, in a day care centre 
extra children do cost more. Working may thus induce parents to have fewer 
children and spend more on each one. The mathematical argument is sketched 
out in Appendix B. 

Thus, a subsidy can affect fertility in either way. More women will begin to 
work and tend to have smaller families; those already working may choose to 
enjoy children more and have larger families. 


CONCLUSION 

The current day care policy in Ontario violates the criteria for efficiency set up 
in the previous chapter. Free day care to low-income families induces some 
parents to enter the labour force when economic factors make entry inefficient. 
Subsidies that pay only for institutional day care lead families to use the highest 
cost form of extra-family child care. 

To help families, a wage subsidy would be far more efficient. It seems that 
day care has been seized upon as a popular issue on which to fight for income 
redistribution to families with children (especially poorer families). To some 
extent this is a ‘women’s issue.’ Current tax law treats harshly the second earner 
in a two-parent family. Yet the multiplicity of tasks performed by the women in 
the household makes the real gain to the family when she works much less than 
the wage rate (the economist might argue that the real problem is that 
production in the household is not taxed). With more mothers working, an 
attempt is being made to reduce the tax rate on the second earner, and day care 


14 See the various discussions in New Economic Approaches to Fertility, Proceedings of a 
Conference June 8-9, 1972, Journal of Political Economy, vol. 81, no. 2, Pt. Hi, March/ 
April 1973. In particular, see Willis (1973), Michael (1973), and Becker and Lewis 
(1973). 
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subsidies represent the focus of this attempt. But merely demonstrating that day 
care subsidies are less efficient than tax rate reductions does not resolve the issue 
of redistribution. 

It is also not clear that full subsidies to day care are the best way to reach 
children with special assistance. It seems more likely that a part-day enriched 
program would be most efficient. A voucher scheme was proposed to reach 
children irrespective of whether or not their parents worked and used 
institutional day care. 

Day care is a very emotional issue. This must not lead the analyst into errors 
of logic. Inefficient programs that fail to deal adequately with the very problems 
they were designed to solve and that will waste limited resources must be 
avoided. 
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TABLE 24 


Family income, under day care subsidy, for family of five with two adults and $8500 in 
family budget under needs test, $750 exemption plus 25% of net income exempt 


Husband’s Wife’s Cost Family 
net net of income 
earnings earnings day Charge for (after paying 
(after taxes) (after taxes) care day care for day care) 
$ 4000 0 0 0 $ 4000 
$ 4000 $ 4000 $2400 0 $ 8000 
$ 4000 $ 6000 $2400 0 $10,000 
$ 4000 0 0 0 $ 4000 
$ 4000 $ 4000 $4800 0 $ 8000 
$ 4000 $ 6000 $4800 0 $10,000 
$ 6000 0 0 0 $ 6000 
$ 6000 $ 4000 $4800 0 $10,000 
$ 6000 $ 6000 $4800 0 $12,000 
$ 8000 0 0 0 $ 8000 
$ 8000 $ 4000 $4800 0 $12,000 
$ 8000 $ 6000 $4800 $1250 $12,750 
$ 8000 $ 8000 $4800 $2750 $13,250 
$10,000 0 0 0 $10,000 
$10,000 $ 4000 $4800 $1250 $1227.50 
$10,000 $ 6000 $4800 $2750 $13,250 
$10,000 $ 8000 $4800 $4250 $13,750 
$10,000 $10,000 $4800 $4800 $15,200 


—_—_—_—_—_—————————:_——————— 


TABLE 25 


Reasons for not working by mothers in Canada and Ontario, 1973 
a a ee 


Canada Ontario 
Reason for not Number Number 
working in thousands % in thousands % 
Believed no suitable 
work available 89 24 28 25 
Cannot make satisfactory 
child care arrangements 149 40 40 36 
Other reasons 136 36 42 38 
otal 305 100 110 100 


SOURCE: Statistics Canada, Labour Force Survey Division, 1975, 85-86 
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SPEND LXe Be THESIMPAGCT OF DAY. CARE 
SUBSIDIZATION ON FERTILIDY 


Use the model developed in some length in the Appendix in Chapter 4. If C is 
constant, then the only relevant conditions for a maximum arise from the 
suboptimization problem: 


minimize Py .X, + P,T subject to g(X.7 >) = Ge (54) 
To bring in number of children, assume that NV, the number of children is 


chosen, for any level of Xo and 7),, so as to maximize child services, where child 
services is a function of NV and Q, the quality of care per child. Thus define 


g(Xo.J0) = maximum C[Q,N], (55) 
N 
where 
Q = h(Xo1N). (56) 


These three equations generate a solution for X_,, To and JV. Now if day care is 
Subsidized, X_ will rise and 7( will fall. If child services are kept constant, then 
we may show that 


[ h bait 

dN T Nae XN p Co 

=| pe es Ea (57) 
Bc Count 2Cowly + Colin * Gin 


where Ue oJ/dK and Jer, =O J/dKOl tors = © or hand K or = Ow or 1. 
It may be shown that 


aN 
dX pe 


is negative if 
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Now Oya, is the change in the marginal productivity of goods in producing 
child quality as number of children rises, while O-;y is the change in marginal 
product of time in producing quality as number of children rises. Both are 
negative. If increases in the number of children ‘dilutes’ goods more than it does 
time (in reaching children), then the number of children will decline as more 


goods are used. 


6 
Public policy and the 


provision of day care: 
intervention on the supply side 


INTRODUCTION 


Wherever day care centres have developed, some government regulation has been 
present. At first it has tended to be only the supervision of fire and safety 
standards. But invariably, growth of the sector has brought calls for increased 
public overview of the quality of care being provided. There seems a general 
distrust by many in the day care field of the free and unregulated operation of 
the marketplace. Economists tend to dismiss much of current regulation as 
serving the economic interests of those already in the sector at the expense of 
the consumer. But in the day care area, demands for regulation have come from 
many professionals outside the market who are deeply concerned about the kind 
of care received by children. 

Day care is seen by many as an endeavour ill-suited to the common practices 
of profit-maximizing commercial entrepreneurs. But for most goods, public 
policy relies primarily on the judgments of consumers to control what firms 
produce. The profit motive is in many cases a positive feature, leading firms to 
respond quickly to the wishes of consumers. What makes day care different? The 
following section examines the reasons why day care firms seeking only to 
maximize profits might fail to meet the needs of parents, and why particular 
characteristics of the day care market prevent consumers from effectively 
eliminating undesirable firms from the industry. Some of the alternatives to the 
free market system of providing day care are then looked at. Different 
institutional forms — the non-profit centre, the public centre, the co-operative — 
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are examined, and attention is paid to the possibility of regulating commerical 
centres. Following this is a description of the way the day care industry has 
evolved in Ontario and how it has been controlled. Some modifications to cur- 
rent policies are suggested. Finally, the findings of this chapter are summarized. 


THE FREE MARKET AS A MECHANISM OF CONTROL — 
THE PARTICULAR CASE OF DAY CARE 


(a) Consumer sovereignty as a control on quality 

For most economists, the quality of output of most products is not a concern of 
public policy. In the traditional model of consumer choice, consumers are 
assumed to have perfect knowledge of the quality of the goods arrayed before 
them in the marketplace. Producers supplying inferior products at the going 
price simply do not exist, since consumers will not patronize such producers. 
But even when this assumption of perfect information is relaxed, the market can 
still function efficiently. The consumer may not know whether or not the plump 
shiny apple on the grocer’s shelf really tastes as good as it looks, but the 
consumer will soon find out. And grainy or sour apples will result in few repeat 
sales for that brand, or even that grocer, if the produce is uniformly bad. Low- 
quality items (at high-quality prices) disappear from the marketplace, and, unless 
they learn quickly, so do the producers of those items. 

In recent years, some people have become uncomfortable with this stylized 
view of the market and of the power of the consumer. For example, Akerlof 
(1970) suggests that when sellers have much more information about quality 
than buyers, low-quality goods will masquerade as higher-quality goods and the 
market mechanism can be destroyed (the fall in quality drives the price down, in 
turn eliminating many high-quality producers from the market). Spence (1972) 
suggests that when an item is difficult to evaluate, sellers will attempt to acquire 
characteristics (called signals) that buyers associate with high quality, whether or 
not those characteristics have any value to consumers. In discussing medical care, 
Arrow suggests that potential difficulties arise in a market system whenever 
producers know much more about the quality of their product than do 
consumers: 


... the difference in information relevant here is a difference in information as to 
the consequence of a purchase of medical care. There is always an inequality of 
information as to production methods between the producer and the purchaser 
of any commodity, but in most cases the customer may well have as good or 
nearly as good an understanding of the utility of the product as the producer. , 
(Arrow, 1963, 951-2) 


Public policy and provision of day care 115 


Day care is one sector in which the distrust of the market might be justified, 
where producers might well know more about the quality of the service than do 
consumers. This is true for a number of reasons. The purchaser of the service — 
the parent — is not after all the direct consumer. The parent may see the day 
care centre (or babysitter) briefly in the morning and evening, but the care is 
administered while the parent is at work. And the preschool child is not easily 
able to inform his parent of the true quality of the care he is receiving, nor 
indeed could the child necessarily evaluate that care (the extent of 
developmental programming, for example). Aside from some obvious physical 
characteristics of the centre (clean washrooms, bright toys) and the absence of 
obvious child abuse, there are few easily observable characteristics that might 
enable the parent to judge good day care. A day care professional may well be 
able to enter a day care centre and judge within a short period of time the 
quality of the care provided. It is harder to imagine an untrained parent doing 
the same thing. 

The market model can tolerate bad judgments by consumers, so long as those 
consumers can gradually learn to discern high quality correctly. But in day care, 
by the time the parent has developed some ability to judge, the child might well 
have grown older and left the centre. And any ‘damage’ done by the centre 
might not become apparent for years. Even when parents are able to form rapid 
judgments of the day care received by their children, these parents may not want 
to jump around among centres too much, for fear that the frequent changes in 
environment may hurt the children. 

Hirschman (1970) suggests that economists have overemphasized the power 
of ‘exit’ and underestimated the power of ‘voice’ as a control on the action of 
the firm. ‘Exit’ is the removal by the consumer of his patronage from the 
inferior supplier, while ‘voice’ refers to more direct attenipts by the consumer to 
influence quality, for example by complaints to the management of the firm, by 
political demands for regulation, by action to arouse other consumers, etc. A 
little exit, suggests Hirschman, is not necessarily a good thing, since it siphons 
off the most perceptive consumers, leaving behind the less vocal and aware 
majority. This would occur where the firm is a monopolist, or where all 
oligopolists' simultaneously reduce quality. 

But Hirschman’s observations can be extended further to a competitive 
market. So long as a rapid turnover of consumers of child care ensures that 
inferior centres (inferior in the sense that they provide less desirable care at the 
same price as other centres) will replace most of those who exit with less 


1 For the non-economist, we can define an oligopolist as one of a small number of firms 
dominating a market, and a monopolist as a single firm dominating a market. 
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informed newcomers, exit will fail to eliminate the firm. A model of this process 
has been developed elsewhere by the author of this report (Krashinsky, 1973). 
Without repeating that analysis, in detail, the model can be summarized here. 

Consumers are assumed to enter the market for day care with an imperfect 
ability to choose among the ‘good’ and ‘bad’ day care centres available in the 
market. Each period a number of consumers leave the market entirely (their 
children grow up) and a number of new consumers enter the market. Those 
consumers who remain acquire some additional knowledge of quality and some 
additional ability to evaluate the relative quality of the centre currently used and 
the other centres in the area. On the supply side, centres enter the market to 
provide either ‘good’ or ‘bad’ quality (at the going uniform price), with entry 
occurring at rates suitable to keep all economic profits equal to zero. Naturally, 
good centres will enjoy greater patronage than bad centres, since new consumers 
have some ability to discriminate, and each period some experienced consumers 
switch from bad to good centres. This greater patronage for good centres results 
in lower vacancy rates (excess capacity) in good centres. But bad quality centres 
are able to tolerate higher excess capacity and still not lose money because bad 
centres are more profitable than good centres when both are full. This higher 
profitability is the result of the cost cutting that leads to lower quality. 

It may be shown that perfect information is not required to eliminate all bad 
centres, but that at some point, as information and the ability to judge centres 
by consumers is reduced, bad centres will exist in equilibrium. If consumers, 
both new and experienced, become less able to differentiate between bad and 
good quality, more bad centres will survive. And if bad centres are allowed in the 
model to cut costs even more before they are classified as ‘bad’, then their 
profitability when full will increase, and again more bad centres will exist in the 
market. Finally, the more consumer choice is limited by other considerations 
(the high value consumers place on using a centre close to home, for example), 
the easier it will be for bad centres to survive. 

Clearly, exit will not be effective if the information consumers have about 
day care is as bad as has been suggested earlier in this chapter. And encouraging 
exit may be counter-productive if it removes from bad centres the very 
consumers who are perceptive and active enough to exercise voice (by organizing 
other consumers to confront those running the day care centre, for example). 


(b) Can the market adapt to poor information? 

It should be pointed out that not all economists would agree with this evaluation 
of the market. It is, after all, easy to argue that consumers in fact know very 
little about most things that are purchased. How many consumers know exactly 
what engineering goes into each car, exactly what tolerances and safety factors 


Public policy and provision of day care 117 


are allowed? Yet the public is willing to allow the market to operate freely in 
most sectors. And even where information is poor, the market provides ways to 
improve consumer control. Brand names develop, so that one manufacturer 
guarantees the integrity of many different products, thus supposedly increasing 
the incentive for a manufacturer to raise quality, since losing a customer for one 
product likely loses him for all. Consumers exchange information, providing new 
consumers with a ‘grapevine’ full of information about the various producers. 
And producers exploit this by franchising, ensuring uniform quality among all 
producers bearing the name of the franchise. 

These adaptations do not reassure many in the day care field. Day care is by 
its nature a decentralized commodity, with quality dependent to a great degree 
upon the individual staff within a centre and the guidance they receive from 
their supervisors. It is hard to imagine the kind of quality control by a central 
authority that is possible in a chain of motels or of fried chicken outlets. 

In the past, child care has generally been provided within the extended 
family. The decision not to purchase child care in the marketplace but to 
produce it oneself was, as discussed earlier, motivated largely by the relative 
efficiency of work in the home and market. But there has also been a deep 
reluctance by parents to entrust the care of a child to those who might not share 
either the parents’ deep concern for the welfare of the child or the parents’ views 
on what kind of upbringing is best for the child. And it is voice, not exit, that 
controls the quality of care within the family. 

Economic theory of the firm suggests that in many activities firms perform a 
function themselves, rather than going to the market where other more 
specialized firms can perform the same function slightly more efficiently. This is 
because the firm believes that its employees are more easily controlled and more 
likely to act in the best interests of the firm than would another enterprise, 
bound to it only by the guid pro quo relationship of a contract. 

As the extended family has shrunk and as relative efficiencies have changed, 
the family has turned to the market for its commodities. But until recently, this 
trend has been resisted in child care. This suggests that voice is a far more 
effective tool than exit for controlling quality in this sector. And the distrust of 
the marketplace may help explain the preference by parents for care by friends 
or relatives over care in a day care centre. 

The view one hears when talking to professionals in day care is that it ‘should 
not’ be dominated by the profit motive. In part, this represents the natural taste 
of those committed to the highest quality care for children (as will be seen, 
non-profit enterprises tend to offer products too high in quality). In part, it 
represents the current tendency to blame business and the profit motive for all 
that is wrong with society. But at least in some measure, the fear of for-profit 
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centres is based on a suspicion that unscrupulous firms might be able to exploit 
parents and damage children in a sector where exit is not particularly effective. 

Day care is not the only sector in which the profit motive is suspect. We 
might feel nervous about going to a doctor whose sole concern was his bank 
balance. Society protects itself by making out of the doctor-patient relationship 
more than just an exchange of dollars. A code of ethics, a sense of professional- 
ism is relied upon to impose limits other than exit on the profits of the doctor. 
In other sectors, more closely related to day care, profit seeking has also been 
suspect. In the area of nursing homes, proprietory institutions have had very 
mixed reviews. And in education, society has turned to non-profit institutions 
rather than tolerate the activities of for-profit firms. 

But if the profit maximizing firm is not ideally suited to day care, neither 
necessarily is any other type of institution. As shall be seen below, other ways of 
providing care also suffer liabilities. In the economist’s view, the for-profit day 
care centres, whatever their other faults, do have some very desirable 
characteristics. For-profit firms generally respond sharply to increases in 
demand, expanding at the lure of increased sales (and profits). For-profit firms 
operate efficiently, cutting costs to the bone to maximize profits. For-profit 
centres respond quickly to changes in tastes among parents, to win new 
customers and expand profits. 

While one may not be entirely willing to trust a day care sector made up only 
of for-profit firms, it may still be true that some profit-making firms represent a 
healthy addition to the industry. 


ALTERNATIVES TO THE MARKET — THE NON-PROFIT CENTREM TARE 
PUBLIC CENTRE, THE CO-OPERATIVE CENTRE, AND THE REGU PAMES 
PROPRIETOR YsCE INURE 


(a) The non-profit day care centre 
One alternative to the profit motive is the centre run by a non-profit agency. It 
should be noted that in Ontario many centres that are officially commercial 
actually function as non-profit firms. The designation ‘non-profit’ is granted to 
centres that are entitled to solicit funds from the public. But many commercial 
operators have no profit goals beyond a fair return for the operator’s time, and 
try to provide the highest quality care possible to consumers. In this section the 
use of the term non-profit will reflect the motives of those running the centre, 
not the legal designation. 

The absence of the profit motive implies no incentive by centre operators to 
cut costs at the expense of the consumer, preventing the abuses possible in a 
for-profit centre, although it is possible that the professionals in the centre and 
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the parent will disagree about what constitutes good care. It is thus possible for 
the child to receive what the parents consider bad care — many parents, for 
example, hold views of the role of order and discipline that are quite different 
form those held by professionals in the day care field. 

But even ignoring differences of opinion, it is not clear that non-profit centres 
will operate efficiently. Newhouse, writing about non-profit institutions, 
suggests that they tend to produce greater quality at greater cost than consumers 
(in this case, the parents whose children use day care) want (Newhouse, 1970). 
While Newhouse was writing about monopoly institutions, it remains true that 
non-profit day care centres subsidized by charities will try to use the subsidy to 
raise quality (which meets the needs of the professionals running the centre) 
rather than expand the number of spaces available to the public. The parents 
who cannot find room in these centres are forced to make alternative arrange- 
ments that may well be inferior. Without doubt, some of the best day care 
centres in Canada are run by charities, even discounting those oriented mainly 
towards ‘multi-problem’ families. Whether the community would be better off 
with slightly lower quality and more spaces is exactly the point. 

Perhaps the most serious problem in relying upon the non-profit firm is that 
the centre has no incentive to expand, quite aside from problems in acquiring 
funds for expansion, when faced with excess demand. Over-subscribed centres 
add waiting lists, not spaces. In the economists’ profit maximizing world, 
successful firms expand and eliminate the inefficient. But if successful centres do 
not grow, then parents must make do with centres that are less efficient or less 
responsive to the needs of the family. This is a particular problem when the 
demand for day care is expanding, as it is now. 

One non-profit centre operator? who spoke with the author served about 
seventy-five children, and had a waiting list with thirty names on it. The 
Operator estimated that the wait would average four to six months, but 
commented that, at times, names remained on her waiting list for up to a year. 
This suggests that the centre is indeed an attractive one, but makes one wonder 
about the fate of those on the waiting list. The operator felt that she could not do 
as good a job by expanding and accepting more children and hiring more staff. 


(b) Publicly supplied day care 
Another alternative is the publicly run day care centres. Such a system could be 
financed through taxes, although for now assume that parents are charged full 


2 The centre, which will remain anonymous, was a commercial centre, run by an operator, 
on salary, who reinvested any profits in upgrading supplies and equipment. The author 
judged the centre’s orientation to be non-profit (quality care, subject to meeting all 
expenses, including the operator’s salary). 
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fees. Consumers can trust public centres not to turn a large profit at the expense 
of the children. 

However, public agencies tend to be slow to change in response to consumer 
tastes. If the tastes of the consumer and centre operator differ, there is no econo- 
mic incentive to change. At present some debate is going on in Ontario on exactly 
this issue with respect to the public school system. Nor are public centres likely 
to be as fast as for-profit entrepreneurs to respond to increases in demand, since 
funds for expansion come through the political process. And without the profit 
motive, centre operators may have little incentive to hold down costs. This is 
especially true when day care is paid for through tax revenues. 

There has been some discussion about providing a degree of choice among 
public firms to consumers, especially in the case of public schools; see, for 
example, Downs (1970). But in order for this choice to be effective, local day 
care centre directors would have to have some incentive to attract consumers 
(analogous to the higher profits that drive the competitive model) and be able to 
expand their facilities if they are successful or cut back if they fail. And this 
kind of incentive structure embedded in a decentralized public enterprise is quite 
unknown in the public sector. In fact, it resembles non-profit or for-profit care 
more than it does public enterprise care. 


(c) Co-operative Day Care 

It is also possible to provide day care through co-operatives, which have grown 
rapidly in Canada in the last few years. It is important to point out that co- 
operatives in Canada include all non-profit centres with a plurality on the board 
of directors of parents with children in the centre. The pure form of co- 
operative, the ‘producer co-operative’ in which parents themselves provide all the 
supervision of the children, is comparatively rare outside of college campuses. 
This is because few parents have the flexibility in their work schedules that will 
enable coverage of all hours in the day. And the problems of running a large 
group with no clear lines of authority can be overwhelming. 

The more common ‘consumer co-operative’ involves care by hired Witte 
sionals in centres run by the parents. The goal of parental involvement is a 
worthy one, and can avoid some of the unresponsiveness of an existing non- 
profit centre run only by professionals. But many parents may have neither the 
time, the experience, nor the inclination to run their own centres. It is not clear 
that those parents who do come forward will be willing to take on the 
responsibility for those who do not. Nor is it clear that the non-participants 
always will feel themselves particularly well served by the activist parents who 
do choose to run the centres. A smooth working co-operative will depend upon a 
certain amount of agreement among parents as to the goals and approaches of 


Public policy and provision of day care 121 


the centre, an agreement not always easily achieved. This difficulty in assembling 
a co-operative might imply that while co-operatives are a valuable part of the day 
care sector, other types of firms will be required. 


(d) Regulation 

Finally, it is not necessary to eliminate all for-profit centres. One frequently 
employed method of controlling the abuses of the profit system in day care (and 
elsewhere) is regulation. Ideally, a public body protects consumers by inspecting 
all day care centres and licensing only those that meet established standards. In 
practice, regulation in most sectors of the economy has not been a device looked 
on with favour by economists (see, for example, Trebilcock, 1976, and some of 
the readings in MacAvoy, 1970). It is felt that the regulators frequently end up 
serving the interests of the very firms they are regulating. In fact, the Day 
Nurseries Branch in Ontario has worked with centres to raise standards and 
improve the day care reaching children (Canadian Council on Social Develop- 
ment, 1972, 5-6). But there are other reasons to believe that licensing will not be 
effective in improving the welfare of children. 

The first problem is that licensing, as it is currently practised in Ontario, can 
only protect families intending to buy day care in one particular price range. 
There is no specific good called ‘day care,’ but a whole range of care from 
minimal custodial care up to expensive individualized care. In Ontario, the basic 
standard for care implies that day care must cost at least $1700 to $1800 per 
year (staff must be paid, food bought, etc.). Families purchasing care for that 
amount are ensured that the care meets minimum standards. But families that 
can afford to purchase more expensive care enjoy no such protection. Care 
costing $3000 per year will easily meet standards set for $1800 care without 
necessarily being the kind of care that $3000 should buy. On the other hand, 
parents who cannot afford $1800 per year are protected right out of any day 
care at all. 

This last point is not uncommon in society. Laws frequently prohibit 
transactions that might involve harm to one of the parties. Okun writes that 
these bans on ‘trades of last resort’ — trades that someone would undertake only 
when in dire circumstances — also imply some commitment to eventually ensure 
that society will prevent the need for those trades (Okun, 1975, 19-22). Society 
wishes to ensure that children will receive a minimum level of care. But, 
unfortunately, day care is only one way in which children are cared for. Making 
unavailable for purchase bare minimum custodial day care (for, say, $1000 per 
year) may force the parent to stay home, in which case the child may receive 
better care. But more likely the parent will make alternate arrangements that 
are inferior even to the unavailable low-quality day care. Applying Okun’s 
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statement, a ban on low-quality day care logically should be accompanied by 
either a generous guaranteed income to ensure that all parents can afford care 
or a subsidy to day care to assist parents in buying care that meets the licensing 
standards. Day care is subsidized for some children in much of Ontario, but the 
subsidies do not reach high enough up the income distribution to ensure 
adequate care for all. 

The second problem is that in order to license day care it is necessary to write 
down on paper exactly what is required of the day care centre. Clearly, it is 
possible to set standards for safety and for food. But the essential part of day 
care is the staff itself. We would like to require that all day care staff be loving, 
committed, skilled individuals who enjoy being with children. That is, of course, 
impossible to spell out in the legislation. Experienced day care professionals can 
usually tell after one hour in a day care centre just what kind of care is being 
provided in the centre, but specifying that judgment in order to provide due 
process for any centre denied a licence is not practical. 

In fact, licensing requirements can only set staff-child ratios and the 
minimum qualifications of the staff. Some qualifications —an absence of 
communicable diseases or dangerous mental illness - make good sense. But 
beyond this, it is not clear what easily measurable qualifications in fact 
determine the child care abilities of a potential day care worker. Frequently, 
certain training is required, with high educational degrees necessary for super- 
visory positions. This might disqualify many individuals who would make 
excellent day care workers with a minimum of expert supervision. And 
professional requirements restrict the supply of day care workers, raising their 
wages, and further increasing the cost of day care. Finally, even if the qualifica- 
tions were accurate measures of ability, setting both the minimum quality of the 
staff and the minimum adult-to-child ratio would imply that the best mix of 
quality and quantity in producing day care is known, whereas in a sector as 
young as day care, there is certainly room for experimentation. For example, a 
licensing requirement for a centre of fifty preschool children might require a 
minimum of eight full-time staff as well as a supervisor with an advanced degree. 
But, in fact, it may turn out that the centre would function better either with 
fewer but more qualified staff, or with more full-time staff (including, perhaps, 
many para-professionals) and no qualified supervisor. Assume, in this case, that 
either arrangement would cost the same. Also, as was pointed out earlier, a flat 
ratio of staff to children ignores the varied requirements of different groups of 
children at different times of the day. 

The final problem in licensing is the cost of licensing itself. This occurs not 
only in the cost of the licensing authority, but also in the cost to the centres of 
the paperwork required and the cost of the numerous standards that must be met. 
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THE EVOLUTION OF DAY CARE PROVISION IN ONTARIO: A PROPOSAL 


(a) Licensing and the provision of day care 

Ontario does license day care and sets strict staff-child ratios as laid out in 
Chapter 3. However, as was pointed out, the issue of licensing in Ontario is 
confused by the issue of subsidy. Since Ontario subsidizes day care at its 
minimum standard level, any proposed change in staff ratios is viewed — cor- 
rectly — as an attempt to alter the level of subsidy. This would affect the quality 
of most of the day care in the province, since many private centres have agreed 
to purchase-of-service contracts with the regional governments in Ontario. 

Aside from the subsidy question, the staffing standards face all the difficulties 
described above. By restricting the level of care available, many parents 
ineligible for subsidy use alternative arrangements that are inferior to the low- 
quality day care that is not now available. All centres comply with the letter of 
the law — certainly the quality of care in Ontario centres is quite variable. 

Nor is it entirely clear exactly which staff ratios are sufficient. The intense 
uproar over the changes introduced by Margaret Birch was oriented towards the 
erosion of the provincial subsidy. Unfortunately, it is not yet entirely clear what 
the long-run effects of changing staff ratios will be. 

The experience in other countries is not particularly useful in forming policy. 
In Finland, twenty-five children require only one teacher and one trainee 
(Eskula, 1973). In Sweden one adult supervises five preschoolers (Karne et al., 
1973). In Japan, one teacher only is required for thirty children aged four 
(Takahashi, 1973). 

In the rest of Canada, not all provinces have set ratios, although most do 
license day care centres, requiring fire and safety precautions.’ British Columbia 
and Manitoba do not specify ratios, though Winnipeg does. New Brunswick 
requires one adult for every five children aged two and three years, and one 
adult for every ten children aged four and five years. Newfoundland and Prince 
Edward Island are in the process of defining ratios. Alberta requires one adult 
per twenty children aged two to seven (with a recommended change to one adult 
to ten children). 

Ontario has not restricted any of the possible modes of providing day care. 
Although Ontario has a significant number of public day care centres, the 
municipalities undertake agreements with both commercial and non-profit 
centres. The sector has evolved much as would be anticipated. The non-profit 
centres include those that are the best in the province and are invariably over- 


3 The facts that follow are derived from communications with the day care offices in 
each province. 
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subscribed. The municipal centres maintain reasonably uniform standards and 
pay the highest salaries in the province in the field. The commercial centres 
include two types: small local centres run by individual entrepreneurs, and large 
centres, many of which are run by single large corporations (for example, Mini- 
skools, an international day care corporation with a number of large centres in 
Toronto). The proprietory centres tend to pay the lowest salaries, cut costs to 
the bone, and have the highest number of unsubsidized parents. 

There is significant resentment among day care professionals towards Mini- 
skools, Educare, and other large day care corporations. This is not surprising. 
These firms are dedicated profit maximizers, enrolling their centres to the legal 
limit and, as was observed earlier, the legal limit is somewhat ambiguous, since it 
does not specify whether staff ratios are based on enrolment or actual 
attendance. Some private centres measure ratios in terms of attendance, allowing 
them to enroll more children. The firms also keep staff salaries as low as 
possible, and run large centres to take advantage of every economy of scale. 
Many of the staff earn the minimum wage, and salary increments occur only as 
staff members assume positions of greater responsibility.* However, since most 
parents in the corporation day care centres pay the full fee, it is not clear that 
this cost cutting would meet any opposition from consumers. In all likelihood, 
Miniskools and other like firms serve in the province as a limiting force on the 
tendency of costs in non-profit and public centres to escalate continually. As we 
observe, non-profit and public operators do not face profit constraints and have 
a desire to raise quality, a goal not necessarily shared by parents paying full cost. 
The regional manager of one firm® suggests that most of the opposition to his 
centres comes not from parents but from professionals. 

In fact, the lowest quality day care in the province is not in corporate enter- 
prises but in some of the less responsible smaller proprietory centres. Miniskools 
and Educare are like the ‘brand name’ companies we discussed earlier, having to 
maintain some standards to protect their reputations. And profits of one firm 
whose books were examined are not large by any measure, totalling about 6 per 
cent on total revenue in one centre examined by the author, although of course 
it is possible for any corporation to move profits around within its accounts. 

This is not to support the corporate day care centre as a model for day care in 
the province. In fact, the growing and evolving day care sector in Ontario is 
probably best served by a multiplicity of institutional forms. Can one say for 


4 If one were being cynical, as are some of the people running Miniskools, one could 
suggest that the low salaries paid to day care workers has some influence on professionals 
evaluating the care in Miniskool centres. 

5 Al Brewer at Miniskools. 
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certain that the large centres run by Miniskools are not the most efficient form 
of care? Or that all workers in centres must be paid high wages for the sector to 
work efficiently? Perhaps the higher quality public centres have the extra 
resources to develop new programs that could be of use to other centres. Or 
perhaps the smaller non-profit co-operative centres will prove more responsive to 
the needs of parents. 

As was suggested earlier, each mode of provision has some drawbacks. 
Together, some of these drawbacks may cancel out. For-profit centres have a 
tendency to cut quality in invisible ways to raise profits, to maximize not 
quality but apparent quality. But this tendency is limited when there is visible to 
the public the large number of municipal and non-profit centres offering care of 
known quality. The parent has a benchmark — the public centre — with which to 
compare any private centre. 

On the other hand, non-profit and public day care centres have a tendency to 
raise costs and quality, against the interests of the parents paying full fee and the 
taxpayers paying any subsidies. The commercial centres, which must sell many 
of their spaces at full cost to parents, keep costs down, and serve as a base 
against which taxpayers can compare costs in public centres. 

Public centres do not respond to variations in consumer tastes within a 
region, or to changes in parental wishes. The commercial centres are more 
responsive, since they must sell their spaces. Public and non-profit centres do not 
expand quickly when there are increases in demand; commercial entrepreneurs 
do. Co-operative centres are particularly responsive to parental needs. Other 
forms fill in for parents who do not wish to spend the time to organize or 
participate in a co-operative. 

Ontario will best be served by a continuation of the current variation in the 
provision of day care. Each mode serves to some extent to check the excesses of 
the others. Each mode explores avenues for the future that are not the concern 
of the others. 


(b) Openness as an alternative to licensing 

On the issue of regulation, it is first necessary to separate out the debate on the 
level of subsidization from that on regulation. This done, this report would argue 
that detailed regulation of staff-child ratios and qualifications is of little use in 
controlling real quality and is actually counterproductive (by discouraging 
innovation and experimentation). For example, a large producer co-operative 
with no qualified supervisor might not turn out to be appropriate, but might be 
worthy of a try. Yet such an experiment might not receive a licence. Neither 
would a capital intensive centre, employing a multiplicity of media and a limited 
number of staff. It may turn out that some day care could be provided at low 
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cost for school children (or preschoolers) by teenagers as part of a high school 
course in caring for children in their schools (maybe, incidentally, making the 
day care workers into better parents in later life). The point is not for this report 
to come out with a proposal on how to provide low-cost high quality care. 
Rather, it is to suggest that licensing, with its rigidities, ensures that day care 
costs will continue to rise in the years to come. 

What is necessary to protect parents is the complete openness of all day care 
centres to parental overview. Centres of whatever kind must be prepared to 
operate, as it were, in a fishbowl.® Day care centres should be embedded in the 
community, subject to both voice and exit, to both social and market control. 

To assist parents in forming opinions before they make a choice, centres can 
be required to file with a licensing authority data on their organization and 
programs (data which would be checked by the authority). These data might 
include the number of adults working in the centre, when they work, their 
qualifications and salaries, the number of children in the centre, the physical 
characteristics of the centre, a breakdown on all costs, and finally the salary (and 
profits, if any) accruing to the centre operator. Parents would then have some 
idea of what they were paying for. The authority would verify these facts as well 
as check to ensure the child’s safety. The authority might also solicit letters of 
opinion (to be kept on file) from randomly selected families that had used each 
Centre: 

If for-profit centres wish to operate in such an environment, they should be 
encouraged to do so. Of course, these are not the secretive private firms of 
traditional theory, but then the closed firm is not suited to this sector. Nor 
would all the requirements necessarily be more onerous than the current 
licensing requirements. For example, Miniskools already keeps a file of letters 
solicited from parents whose children are withdrawn from the centres for, like 
any profit maximizing firm, Miniskools seeks to maintain its clientele, and find 
out why parents exercising exit might be dissatisfied. When asked by this author 
how they might feel about a requirement to open their letter file to the public, 
the management was not at all hostile to the suggestion. 

If some of the regulatory function of the Day Nurseries Branch disappears, its 
functioning to assist in raising standards should not. One possibility is to intro- 
duce certification. In regulation the public authority sets specific rules that must 
be observed in order to operate legally. In certification, by contrast, the govern- 
ment defines various classifications of day care. Any centre may operate, but 
only centres meeting the relevant criteria will be certified as such by the 


6 This is an opinion the author has expressed elsewhere; see, for example, Nelson and 
Krashinsky (1974). 
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province. For example, the province might certify centres as either ‘Minimum’ or 
‘High’ quality (To avoid a stigma of ‘minimum’ care, terms such as ‘Standard,’ 
‘Developmental,’ ‘Enriched,’ and so on, could be used.) The public authority, - 
using its considerable experience in day care, might also write up its own 
evaluation of each centre, the evaluation to be open to the public and subject to 
re-evaluation at any time at the discretion of the Branch or at the request of the 
centre, if it feels it has corrected past wrongs. The Day Nurseries Branch might 
also designate some centres as experimental to warn parents of the controversial 
nature of care in an unusual centre. Of course, for-profit firms in most sectors do 
not have to submit to these requirements, but day care is a very particular part 
of our economy. Parents may not agree with the judgments of the province. But 
those without strong opinions will have somewhere to start. 

Finally, the Day Nurseries Branch should assist in the opening of co-operative 
centres and should offer its expertise to all ongoing centres. Since the co- 
operative form seems most suited to ‘voice,’ it should be encouraged by manage- 
ment advice, funds for initial capital investment, since capital funds are 
frequently a problem for all non-profit firms, and provision for bulk purchasing 
of food and equipment at discount prices. Ongoing supervision could be 
provided to all willing centres. 

Day care seems optimally suited to both exit and voice. Any provincial 
system should allow for many types of day care to make exit more effective, and 
for requirements of openness to encourage voice. 


CONCLUSION 


A day care sector in which only for-profit firms operated would raise serious 
questions for those concerned about quality. The temptation would be present 
for any firm to try to raise profits by cutting quality in ways not easily perceived 
by the parent (assuming that day care is indeed a commodity that is difficult for 
parents to evaluate). But it would be false logic to conclude from that observa- 
tion that no for-profit firms should be allowed to operate in the sector. Nor can 
one conclude that strict public regulation would provide the best quality of day 
care to children in Ontario. 

The profit motive has much to commenzd it, particularly the responsiveness of 
firms, motivated by profits, to the needs of consumers. It appears that for-profit 
day care firms operate more in the public interest when they operate side by side 
within the sector with public and non-profit firms. The public firms set a 
standard for the type of care to be expected by parents, while non-profit firms 
aim at high quality private care. But neither mode is entirely responsive to 
consumers. A mix of centres would seem to serve parents and their children in 
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the best way. This is especially true in an evolving sector, in which the desires of 
parents and the patterns of demand are still in flux. 

Regulation is also seen as not being in the best interests of consumers. 
Regulation denies care to families that cannot afford the standard of care being 
regulated. And even for those who can afford regulated care, regulation tends to 
raise price by setting standards that in many cases are not directly related to 
quality. The key to day care quality is the devotion of the staff. Setting ‘paper’ 
qualifications inevitably will do little to ensure ‘devotion’ and ‘love,’ but will do 
much to raise costs by limiting those who can work in centres and by increasing 
training costs (which will be passed on to parents). Regulation assumes that the 
best way to provide day care is well-known and can be written down. In an 
evolving sector, this is counter-productive. 

The basic problem is that parents have difficulty in evaluating care. This 
report suggests that the public interest is best served by attacking that problem 
directly. By requiring all centres to be open to parental overview, by having the 
public authority collect information to be made available to parents and certify 
centres, the province would have assisted parents in choosing a good centre. The 
goal is to protect the consumer without unduly restricting the ability of the 
market to respond to the needs of families. 


7 


Summary of findings and proposals 
for day care policy in Ontario 


Between 1950-51 and 1966-67, expenditures by the Ontario Provincial Govern- 
ment on day care grew at a rate of about 5% per cent per year, from just under 
$200,000 to just under $470,000. During the next eight years, expenditures grew 
at arate of about 56 per cent per year, to over $16,000,000 in 1974-75. It is not 
clear that adequate consideration has been given to exactly what kind of 
day care program will finally result in Ontario, and to what the ultimate 
level of day care expenditures will be. It has been the purpose of this report to 
develop an economic analysis of day care policy so as to understand the impact 
of government actions and to assist in designing an optimal public policy for the 
future. Quite naturally, not all the issues can be resolved by economics. Much of 
the debate surrounding day care focuses on how income should be distributed. 
In particular, should the government assume a larger financial responsibility for 
children, or should the financial burden of children remain on the shoulders of 
their parents? Only when that question is answered can economic analysis 
indicate how best to structure day care policy in Ontario. 

This final chapter is an attempt to summarize the findings of this report. For 
the summary, the report may be divided into three parts. Chapters 2 and 3 
provided the background for the analysis of public policy. Chapters 4 and 5 
investigated the rationales for day care subsidies and discussed how those 
subsidies should best be structured. Finally, Chapter 6 examined the provision of 
day care and the need for regulation. 


(a) Background 
Chapters 2 and 3 examined some of the facts underlying the growing use of day 
care in Ontario. The labour force participation rate for mothers has risen 
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dramatically in the decades since World War Il, until in 1973 the labour force 
included two out of every five mothers and one out of every three mothers with 
preschoolers. Most of the children of these mothers are cared for through 
informal arrangements, that is, by babysitters and relatives, a significant number 
of whom are unpaid. Day care centres accounted for the care of only 7 per cent 
(one in fourteen) of the preschoolers aged three to five years with working 
mothers in 1973. This figure has been rising (it was only 3 per cent in 1967), 
reflecting, at least in part, the growing public subsidies to specific users of day 
care. In general, among parents who pay for their own day care, it would appear 
that unpaid arrangements (relatives, etc.) are the preferred form of care, 
irrespective of income. 

All categories of day care centres have grown rapidly in Ontario in the last 
few years. These include municipal centres, private non-profit and private 
commercial centres, and co-operative centres. Public funding has played a major 
role, along with the growing number of children to be served. The big boom 
began in 1966 with the passing of the Canada Assistance Plan, which shared 
federally on a 50-50 basis the provinces’ day care expenditures. As CAP was 
extended, Ontario encouraged municipalities to subsidize day care by paying 
80 per cent of all costs (more during the Project Day Care in 1972, which 
combined winter works and the building of day care centres). Expansion is at 
present (1976) being choked off by limits on government expenditures. 

The cost per child in a day care centre has also grown. In 1975, the yearly 
cost for one child aged four years in a day care centre was over $2400 in the 
municipal centres in Toronto, and about $1800 in the private centres in 
Toronto. The principal costs in day care centres are staff salaries. Since 
provincial law sets the minimum staff-child ratios, and since most centres, in 
fact, do not vary from these minimum requirements, the major variations in 
costs occur because of variations in salaries. Metro Toronto municipal centres 
lead the Province in salaries; private centres run somewhat behind. But even in 
the municipal centres, salaries are not high compared with other professions 
(public school teaching, for example). 

There is some reason to fear that increasing public involvement and the 
increasing number of centres will further escalate costs. An examination of the 
private centres in Toronto currently selling day care to the municipality shows a 
tendency for costs to drift upward as the proportion of subsidized children in 
the centre grows. One explanation of this is that it is easier to induce govern- 
ments to pay for higher costs than to get consumers to do the same. As the day 
care sector grows and public subsidy grows, one would expect workers in the 
centres to become more militant in their demands. And salaries will rise, if only 
because a growth in the sector will require the hiring of more workers who do 
not now wish to enter day care. 
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Quite naturally, high costs have led to attempts at cost reduction. But since 
quality is linked strongly to staff-child ratios, costs can be cut only if quality is 
reduced or if staff salaries fall. Quality reduction is dangerous; standards estab- 
lished nine years ago in the US would rate most Ontario centres barely above 
‘minimum.’ Salary reductions are hard to achieve. One attempt to cut salaries is 
the introduction of private home day care, in which care is given by individuals 
in their own homes. But lower staff-child ratios necessary in homes make the 
author sceptical that supervised home care will significantly reduce costs. 


(b) Public policy regarding subsidies to day care 

Chapters 4 and 5 examined arguments for the government subsidizing the use of 
day care. It was shown that if the only goal of policy is to help families (or, for 
that matter, working women), then only limited subsidies to day care can be 
justified. In general, a reduction in the tax rate on the mother’s earnings would 
be more efficient than an increase in the subsidy paid towards day care. This 
conclusion is derived from a mathematical model presented in the Appendix to 
Chapter 4. This model shows that the maximum subsidy to day care that can be 
justified by a desire to raise family utility is to allow day care payments to be 
tax deductible from income. 

The same conclusion is reached by realizing that the day care subsidy acts for 
most families like an increase in the wage rate. The subsidy increases the net gain 
in the family’s income when the mother works since the family pays less for day 
care, which is exactly what a wage subsidy would do. But a reduction in the tax 
rate on the parent’s earnings (or a wage subsidy) is more efficient than subsidies 
for the purchase of day care. 

Poor families are now offered subsidized day care irrespective of whether 
work by the mothers in the marketplace makes economic sense. Thus a family 
could conceivably receive over $9000 worth of day care (or more) to free a 
mother to work at the minimum wage. In addition, since current policy 
subsidizes only child care in formal centres, it provides a perverse incentive for 
poor families with perfectly acceptable low-cost high-quality arrangements avail- 
able for their children — say a nearby trusted friend or relative — to use an 
expensive formal day care centre. But a reduction in the tax rate suffers none of 
these drawbacks. The family will still have the proper incentive to keep child 
care costs low, and the mother will have no economic incentive to work 
when the cost of child care exceeds the economic benefits of entering the 
labour force. 

This result is independent of the decision on how much redistribution ought 
to take place towards families with children. In the extreme, if it was decided 
that the government were financially responsible for the care of all children, it 
would not be efficient to provide universal free day care. Rather, it would be 
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most efficient to pay parents a large stipend towards the support of each child, 
and make any expenditures by the family on day care tax deductible. 

Higher subsidies to day care can only be justified by a desire to improve the 
welfare of the children themselves rather than that of the whole family. In this 
case the report argues that the subsidy should reach all relevant children, not 
only the smaller group whose mothers work, or the even smaller group whose 
mothers work and use formal day care. A voucher plan is proposed. The 
voucher, issued to parents of all children in the target group, could be used for 
an enriched nursery school program (including transportation to and from the 
school) when the parent did not work. When the parent did work, the voucher 
could be used in a day care centre to defray part of the fee (paying for a 
specially enriched portion of the program). When the parent used other child 
care arrangements, the voucher would be used for nursery school. Since it would 
reduce the amount of time a babysitter would be required, there should be little 
problem in encouraging use of the voucher. Or it could be used even for an 
enriched program at the home of the sitter, if a number of children were 
involved and it was financially feasible. 

Of course, the size of the voucher, the number of children covered by the 
program, and whether different sized vouchers would be given to particularly 
poor children are all political questions. But the principle of the voucher plan is 
not to limit whatever support is given to needy children to only those parents 
who work and use day care. The voucher scheme thus avoids the incentive 
problems of parents working and using day care only because it qualifies their 
children for subsidy. 

The costs of any subsidization scheme would, of course, depend upon the 
level of subsidy. In general, the costs would be well above current costs in the 
province, because of the limited numbers of children now being served. A 
subsidy scheme such as that outlined above, aimed at all children aged two to 
four years, would cost in the order of $370,000,000. 

Finally, the effect on fertility of the subsidization of day care is ambiguous. 
It is expected that an increase in day care subsidies would tend to increase 
labour force participation, because those subsidies act as a wage subsidy. It is not 
possible to develop firm projections of the size of such an increase. Using one set 
of estimates for labour supply elasticities, it can be estimated that a voucher 
scheme as outlined above might bring about 15,000 mothers into the labour 
force in Ontario. 


(c) Public policies regarding the provision of day care 
Chapter 6 examined arguments for government regulation of firms in the 
industry. Regulation of day care centres is based primarily upon the assumptions 
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that parents cannot judge the quality of day care sufficiently well to protect 
their children. Although the individuals in Ontario regulating the day care 
centres have been dedicated, and although regulation has served to upgrade 
standards in many centres, the chapter generally rejects regulation as an effective 
measure. First, since most of the child care sector is unorganized and 
unregulated, regulation cannot affect the majority of care arrangements. By 
maintaining minimum standards in day care centres, regulation denies to parents 
the option of purchasing lower-cost, below-standard day care, even if that care 
would be much more desirable than the current babysitting arrangements being 
made by the parent. Requiring high standards without ensuring that all families 
can afford the resulting high-cost care must be ineffectual. 

Second, even if the first problem were removed, regulation is left with the 
problem of how to identify the characteristics of quality that one would like to 
regulate. If parents find judging day care difficult, it would seem even harder to 
write a set of legal regulations that can guarantee quality day care. Staff-child 
ratios are important and are regulated, but equally important is the quality of 
the people working in the centre. One danger with regulation is its frequent 
insistence on ‘paper’ (academic) qualifications. In fact, what is wanted in a 
centre is workers who are loving and competent — qualities hard to ensure by 
academic experience. And, of course, paper qualifications raise salaries and costs 
and drive day care out of the reach of many more families. 

Yet regulation has helped to eliminate the most obvious abuses, and the 
educational function of the regulatory body would make its disappearance 
regrettable. Chapter 6 recommends an alternative, certification, in which 
different quality levels are defined by the province and centres are classified by 
quality. The province would also require centres to operate in a ‘fishbowl,’ open 
to constant parental overview. The certifying agency would encourage parents 
using a centre to write letters of evaluation, and then make these evaluations 
open to all parents interested in the particular centre. The province would also 
assist in the establishment of centres and the training of staff, continuing the 
tradition of participation in the upgrading of day care. 

If the profit motive invites certain abuses, one alternative is, of course, to 
allow only non-profit and public centres into the sector. This idea is rejected. 
The search for profits may encourage low quality (in ways invisible to parents), 
but it also leads to very desirable characteristics: cost cutting (efficiency), 
responsiveness to the needs and desires of parents, willingness to expand to fill 
demand, etc. So long as for-profit firms are prepared to operate in an open 
environment, they should be welcomed to the sector. And, of course, public and 
non-profit firms provide examples to parents and other interested parties of the 
kind of quality possible at a given price. If for-profit centres cut quality too 
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much, they must suffer by the comparison. This mix of centres allows good 
features of each mode of production to be manifested in the sector. 


(d) Conclusion 

It is difficult to separate out issues concerning the distribution of income from 
issues of how to design the most efficient public programs. In day care, it is 
natural for those interested in transferring income to working women to pick, 
for their fight, ground that is most attractive to the public. Good care for small 
children qualifies quite well. Changes in regulatory standards are fought, not 
because of the great virtues of regulation, but because of the changes in the level 
of subsidy if regulatory standards are eroded. 

It may well be true that these issues will be decided with little concern for the 
efficiency arguments raised in this report. To this the economist can make two 
comments. First, it would be regrettable if income redistribution could only take 
place by introducing into the economy far more inefficiency than is ‘required,’ 
that is, the redistribution of income will be far more costly if undertaken 
through day care subsidies than if undertaken through other instruments, such as 
lowered tax rates and cash transfers, discussed earlier. Second, it would be 
regrettable if income redistribution were rejected only because day care subsidies 
are inefficient. Since far more efficient instruments exist to redistribute income, 
it would be false logic to determine the issue of redistribution by considering 
only subsidies to day care. 
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ay Care and Public Policy in Ontario 
_KRASHINSKY 


r 1¢ last decade has seen rapid growth both in the use of extra-family care by working 
parents and in public involvement in the day care sector. This study, written from a solid 
economic perspective, is an important contribution to the debate on public policy. After 
tracing the development of day care in Ontario, the study focuses on two crucial policy 
issues: should day care be subsidized and should the day care industry be regulated. 
Using a.sophisticated economic model, Professor Krashinsky demonstrates that the 
Ontario subsidies to day care are an inefficient way to assist working parents. Instead, he 
proposes a system of tax reductions which would enable many more families to take ad- 
vantage of a greater range of child care facilities. If subsidies are to help children, he 

ues, they must apply to all children in need, whether or not their parents work and 
day care. A general nursery school voucher system, he suggests, would be an effective 
approach. | 

: Although regulation in Ontario has been useful, Krashinsky suggests that the province 
would be better served by an active public agency that restricted itself to collecting and 
eminating information. He concludes that the province has been well served by a mix- 
- of public, private, and non-profit day care institutions and that each mode has a role ‘a 
to play in an evolving sector. 

This study will be of interest to both academics and practical policy-makers. 


int te ne 


f 


° > 3 
ua 


<RASHINSKY is a member of the Department of Economics at Scarborough College, 
versity of Toronto. 


L ' iversity of Toronto Press 


